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New York 

(Act approved April 17, 1896; amended February, 1909, 

and May, 1913) 

Section 80. Certified Public Accountants. Any citizen 
of the United States, or person who has duly declared his in- 
tention of becoming such citizen, residing or having a place 
for the regular transaction of business in the state, being 
over the age of twenty-one years and of good moral char- 
acter, and who shall have received from the regents of the 
university a certificate of his qualifications to practise as a 
public expert accountant as hereinafter provided, shall be 
styled and known as a certified public accountant; and no 
otiier person shall assume such title, or use the abbrevia- 
tion C.P.A. or any other words, letters, or figures, to indicate 
that the person using the same is such certified public ac- 
countant. Any citizen of the United States who has prac- 
tised three years as a certified public accountant in another 
state, under a license or a certificate of his qualifications to 
so practise, issued by the proper authorities of such state, 
may, upon payment of the regular fee, in the discretion of 
the regents of the university, receive a certificate to practise 
as a certified public accountant without an examination. 
But he must possess the qualifications required by the rules 
of the regents of the university and must furnish satisfac- 
tory evidence of character and qualifications. 

Sec. 81. Regents to Make Rules. The regents of the 
university shall make rules for the examination of persons 
applying for certificates under this article, and may appoint 
a board of three examiners for the purpose, which board 
shall be composed of certified public accountants. The re- 
gents shall diarge for examination and certificate such fee 
as may be necessary to meet the actual expenses of such 
examinations, and they shall report, annually, their receipts 
and expenses under the provisions of this article to the state 
comptroller, and pay the balance of receipts over expendi- 
tures to the state treasurer. The regents may revoke any 
such certificate for sufficient cause after written notice to 
the holder thereof and a hearing thereon. 

Sec. 82. Misdemeanor. Any violation of this article 
shall be a misdemeanor. 
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The Issuance of the Certified Public Account- 
ant Certificate 

• 

The certificate of certified public accountant may be is- 
sued to a candidate who 

(a) Pays a fee of $26. 

(b) Submits evidence that he is more than 21 years of 
age and of good moral character, and that he resides in or 
has a place for the regular transaction of business in the 
state of New York. 

(c) Meets the preliminary and professional require- 
ments and passes the examination. 

A citizen of the United States, residing in or having 
a place for the regular transaction of business in this state, 
who has personally practised for three years as a certified 
public accountant in another state under a license or cer- 
tificate earned by passing the regular written certified pub- 
lic accountant examination in that state, may, upon evidence 
that such written examination of the other state was of 
not lower standard than that required of applicants in this 
state and upon recommendation of the board of certified 
public accountant examiners, receive from the board of 
regents a certificate as a certified public accountant without 
examination, provided the state from which the applicant 
presents a license shall have filed an agreement with the 
board of regents to in similar manner indorse licenses is- 
sued in this state and provided the applicant has the aca- 
demic education specified in section 426 of the regents' 
revised rules. The fee for the indorsement of the certificate 
shall be $25, the same as that for the issuance of a cer- 
tificate in this state. 

Preliminary requirement. The certified public account- 
ant quailing certificate, official evidence of the completion 
of the preliminary requirement, may be secured in any one 
of the following ways : 
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1. By presenting evidence, upon forms furnished by the 
department, of the successful completion of four years' 
work in an approved secondary school. 

2. By earning an academic diploma upon examinations 
in the schools. 

3. By presenting evidence of the successful completion 
of one full year's work in an approved college or university. 

4. By presenting evidence of the successful completion 
of work in another state or in a foreign country equivalent 
to the completion of a four-year course in an approved New 
York State secondary school. 

6. By presenting from a professional school evidence 
of the completion of work recognized as the equivalent of 
one or more years of work in an approved secondary school 
together with sufficient additional credits to make the full 
equivalent of a four-year course in an approved secondary 
school. Under this head, allowance is made for study com- 
pleted in registered schools of theology, law, medicine, dent- 
istry, pharmacy, and veterinary medicine. 

6. By earning 60 academic counts in regents' examina- 
tion, with a rating of at least 75 per cent in each subject. 

Professional requirement. A candidate must present 
satisfactory evidence of five years' satisfactory experience 
in the practise of accountancy, at least two of which shall 
have been in the employ of a certified public accountant in 
active practise, in no less grade than that of a junior ac- 
countant. 

The examination. The examinations are held twice a 
year, at Albany, Buifalo, New York and Syracuse, in five 
sessions of three hours each. 

The passing mark in each subject is 75 per cent. A 
candidate who fails in one subject only may take a subse- 
quent examination in that subject. A candidate who fails 
in more than one subject must take all subjects again. 
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Summary 



1896 to 1915 



States Enactino G.P.A. Laws 



Law 

No. Enacted 

38 1915 Mar. 30 
3 1901 ** 28 

11 1907 " 27 

12 '' JuL 11 
30 1913 Mar. 31 

8 1905 Jun. 6 

15 1908 Aug. 17 

6 1903 May 16 
37 1915 Mar. 9 

39 1915 Apr. 10 
36 1915 Mar. 

14 1908 Jul. 2 
81 1913 Mar. 31 
33 1914 Apr. 10 

19 1909 May 17 

7 1913 May 4 
18 1909 Apr. 22 

20 1909 Aug. 15 

16 1909 Feb. 27 



State 
Arkansas 
California 
Colorado 
Connecticut 
Delaware 
Florida 
Georgia 
Illinois 
Indiana 
Iowa 
Kansas 
Louisiana 
Maine 
Maryland 
Massachusetts 
Michigan 
Minnesota 
Missouri 
Montana 
23 1911 Feb. 



Law 

No. Enacted 

17 1909 Apr. 3 

28 1913 Mar. 24 
6 1904 Apr. 5 

1 1896 Apr. 17 

26 1913 Mar. 12 

27 " " 14 
13 1908 May 9 
25 1913 Feb. 21 

2 1899 Mar. 29 
9 1906 Apr. 20 

84 1915 Feb. 20 

29 1913 Mar. 27 
35 1915 " 

10 1907 Mar. 14 
24 1912 Dec. 20 

21 1910 Mar. 14 
4 1903 <' 12 

22 1911 Feb. 15 
32 1918 May 26 

17 Wyoming 



State 
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New York 
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Oregon 
Pennsylvania 
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Texas 
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'Accountancy i6 the science of reason and common 
sense, rather than of mathematics. The manner in which 
we perform our most common acts, determines to a large ex- 
tent, the manner in which we do everything.*^ 

*'There are two classes of words in an accountanifs vo- 
cabulary : Those we do know and those we do not know. 
Speak the former properly and give serious attention to 
the latter.** 

''One can fully m>aster accountancy with sufficient prac- 
tice — ^NOT BY practice OF SPEECH, which Can he continued 
all day long.** 

''Master the principles of scientific accountancy. 
It gives the mind a training that will be of lasting benefit 
in everything else. Anything done by regular procedure 
and in form appeals to those who judge people by their 
ability to exemplify principles and PRODUCE RESULTS and NOT 

BY WHAT THEY TALK." 
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A FEW OPINIONS 



"It is not a book of texts, Itia a mine." 

'Tt seems to he alive and talking to oneJ* 

"A rich storehouse of practical knowledge.** 

*'Each paragraph and form a new discovery from 
which ingots have been picked.*' 

**The m^aster^s mind has spoken, not written, Account- 
ancy is now revealed in the true light, — reason 
and common sense.** 

*'It shows one how — after pointing the way.** 

*'It is a student*s guide and an expert's compendium.** 
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Preface 

The legal recognition of accountancy as a learned profession and 
the enactment of a law to regulate this profession being accomplished 
facts, and examinations having been held by the Regents of the 
University of the State of New York upon technical papers prepared 
by a board of examiners duly appointed by them and composed 
of professional practicing accountants, it becomes obviously proper 
and imperative that immediate attention should be directed to the 
creation and establishment of technical literature, of a standard that 
will recommend its adoption as authentic and contribute to the build- 
ing up of a curriculum for accountant students who may seek to 
qualify themselves to enter the accountancy profession and thereafter 
practice as Certified Public Accountants. 

The best subjects that present themselves and call for promptest 
treatment are those contained in or suggested by the first examination 
questions, which were prepared with extreme care to indicate the 
lines upon which future accountancy examinations would be con- 
tinued, and while succeeding examinations will treat more minutely 
with special subjects, gnreat importance is attached to these initial 
questions as affording a general finger post to the avenues of study 
into which accountant students' attention should be first directed. 

In formulating each answer no digression from the subject mat- 
ter of the immediate question has been made, but in order to render 
it instructive, self-explanatory and cause it to support without repeat- 
ing kindred principles presented in other questions, its treatment 
has been more extended and comprehensive than would be practicable 
within the time afforded by candidates undergoing examination, whose 
answers would have for their main puniose, more the determining 
of their acquaintance with the subject than a didactic elucidation of 
it 

The technique and expression of modem accountancy respecting 
which there has been keenly felt a want of literature of a character 
sufficiently speculative, logical and meritorious to be in keeping with 
the accountancy profession as recently dignified by legislative enact- 
ment, and entering upon a course fraught with powers of usefulness 
and importance scarcely to be estimated, renders it at once incumbent 
upon those entrusted with its destiny to labor assiduously in this field 
and bring about a much needed uniformity in practice. 

Frank BBOAKiai. 
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Balance Sheet 

Double Account Form 

The aouble account form of Balance Sheet used in Eng- 
land by Parliamentary Companies, particularly railroads, 
possesses some features which afford interesting study and 
the principle involved and the mode of expression back of 
It is now being employed with advantage in framing, in the 
double account form, the balance sheets of many corpora- 
tions and business concerns in this country, for the guidance 
of the banker, financial executive and the credit manager. 

Its distinctive feature is in the segregation of the fixed 
assets and liabilities from the current assets and liabilities, 
the latter forming the General Balance Sheet, while the 
former are stated in a separate capital account, which is 
credited with capital receipts, both share capital and loan 
capital, and is charged with capital expenditures in acquir- 
ing the property for which capital receipts or capital invest- 
ment has been contributed. 

Any of the capital receipts, in excess of the capital ex- 
penditures, indicates the amount of said receipts not yet 
applied for fixed specific purposes or liable as working cap- 
ital, while any excess of capital expenditure over capital re- 
ceipts would indicate an expenditure from the business 
revenue invested in fixed assets in addition to the capitaliza- 
tion. 

The balance, either debit or credit, of the Capital Ac- 
count, Part One, is carried to the General Balance Sheet, 
Part Two, in one amount, and may represent in the abstract, 
either an indebtedness of capital to revenue for application 
of business revenue to capital expenditure, or, an indebted- 
ness of that revenue to capital for application to capital 
for revenue expenditure. Reference is made to the English 
Companies Acts 1862-1887. 

''Companies Acts'' Companies have the same power of 
choosing tiie manner of dealing with their capital in the 

xxin 



XXIV BALANCE SHEET 

course of their operations as a partnership, but the com- 
pany's incorporation acquires no power beyond the two 
main ones, and such as arise out of or are incidental thereto, 
and the authority to raise money for the work implies: 

1. The limitation of the capital to the amount author- 
ized to be raised under the power, and 

2. The limitation of the application of all money raised 
for the work and equipment thereof, and the retention in 
the work of all money expended upon it, so that debentures 
of a parliamentary company acquire the nature and most 
of the incidence of capital, and only in a limited sense can 
the debenture or other bond holders be considered as gen- 
eral creditors. 

A Parliamentary Company cannot sell or pledge or 
even abandon any part of its work (Abandonment of Rail- 
ways Acts 1850 and 1869), and it cannot apply its capital to 
payment of creditors, debenture or other. Reference is 
made to pages 104-5-6-7 and 8 for more general information 
upon this subject. 

When books are kept by double-entry a balance sheet is 
prepared, and when books are kept by single entry a State- 
ment of Assets and Liabilities is submitted. 

The lack of knowledge requisite for the preparation of 
the many varied forms of accounts that requires a practical 
training in constructive accountancy which assures a truth- 
ful, provable and correct expression of results, has led to the 
presentation of facts in a mechanical Statement or Report 
Form. Neither a balance sheet nor a Statement of Assets 
and Liabilities can be correctly described as an "Account." 

Capital may be specifically defined as the stockholders' 
or the proprietors' investment and in addition thereto all 
loans and credits given to or made by the corporation or 
proprietor. There are but two divisions of capital, viz.. 
Share Capital, consisting of the capital stock actually paid 
for and issued or the proprietors' investment and Loan 
Capital, which includes Bonded and all other indebtedness 
owed by a business. 

It is a legal fact that a proprietor's capital or the cap- 
ital stock of a corporation will rank last in the order of 
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liquidation, and many individuals, firms and corporations 
erroneously rank their capital or capital stock as the first 
liability in the Balance Sheet, notwi^standing the priority 
of secured, preferential and general creditors' claims. 

In the preparation of a Double Account Form of Bal- 
ance Sheet, which is now being more generally used in Con- 
tinental practice, this error is corrected by stating in Part 
One of the double account form an Account of the stock- 
holders' or proprietors' capital receipts and expenditures. 

A Balance Sheet arranged in Double Account Form 
constructively contains four groups of assets and four 
groups of liabilities, as follows : 

BALANCE SHEET DOUBLE ACCOUNT FORM 

CAPITAL ACCOUNT, PART I 

Group 1. Capital Expenditures Group 1. Capital Receipts 
Balance carried down 
as working capital 

GENERAL BALANCE SHEET, PART II 



" 2. Current Assets Group 2. Preferential Claims 

" 3. Investments, specula- " 3. Current Liabilities 

tive and non-specula- " 4. Deferred, suspense or 

tive items accrued but not 

" 4. Deferred^ suspense or due 

prepaid items Balance brought down 

as working capital 

The Capital Account as shown in Part One of the 
Double Account Form of Balance Sheet has been designed to 
first state the Capital Receipts and then to account to the 
stockholders or proprietors for the expenditure of their 
capital apart from its investment in current assets. 

Capital Receipts 

SHARE CAPITAL (or Proprietors' Investment) . Capital 
stock, preferred; Capital stock, common. 

LOAN CAPITAL. Subscription receipts on account for 
which capital stock cannot be issued until full paid; 
Bonded Indebtedness; Working Capital; proceeds of 
donated capital stock originally issued for good will 
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or other similar purchase money consideration ; either 
or both capital or earned Surplus; and Undivided 
Profits, (General Profit & Loss Account). 

Capital Expenditubes 

Land — ^Buildings — ^Machinery & Tools — Furniture & 
Fixtures — Small Tools — ^Horses, Wagons & Harness — Pat- 
ents — Copyrights — Good Will, etc 

The balance or difference between the Capital receipts 
and Capital expenditures is carried down to the General 
Balance Sheet and represents respectively; an investment 
of capital receipts in Current assets, and regarded as work- 
ing capital, or an excess investment in capital expenditures 
and resultant deficiency of current assets for the liquidation 
of current liabilities. 

A bank cannot be expected to make a time loan against 
fixed plant or capital expenditures and when it does, con- 
fidence is the main security. A loan on land and buildings, 
for a term of years, is subject to the security of a bond and 
mortgage and is a fixed rather than a short-time loan 
against current assets. A fixed loan against machinery and 
tools is subject to a security chattel mortgage. A plant may 
be valuable, but the business must be discontinued if a time 
loan is to be repaid out of capital expenditures. 

The valuation of Good WiU may be definitely stated as 
''being worth as much as the seller can get and the buyer 
is willing to pay for it." 

In the preparation of the Federal Income Tax Reports, 
it is not permissible to write down or depreciate Good WiU 
as an expense of the business. If the Good Will possesses 
the book value at the time of its purchase and the income 
derived from its use shows a steady increase, that value 
must still exist and should be worth more than the price 
paid for it. 

The value of Good Will is created and utilized at times 
as a purchase money for full paid non-assessable capital 
stock, but under that name it will soon cease to be concealed, 
and another method utilized, and have for its purpose the 
opportunity to write off depreciation on it at stated times. 
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At the sixth New York State Certified Public Account- 
ant Examination, June 13th, 1899, Question One, a para- 
graph reads : 

''Open the accounts of the Company so that the 
result of the operation of each factory will be known 
at the end of the Company's fiscal year. The books 
of the Company are not to show the appraised valua- 
tion placed on the real estate, buildings, tools, ma- 
chinery, etc., by factories, but in one amount only; 
and it is desired that the account include any ex- 
penditure incurred by the Company for Good WUl, 
etc.'' 
This question obviously suggests the propriety of con- 
cealment of the item of Good Will in an account, which 
latter is to be subject to depreciation out of profits, and 
thus give value to the full paid capital stock issued for it ; 
therefore, the account of Good Will will cease to exist in 
name, and will be ''planted'' in a Plant Account. 

As a writing up or down of Good Will concerns only 
the stockholders, it should be plainly shown, so as to in no 
way affect the preferential and general creditors. 

Land, if not in use, or demand, will depreciate in value, 
but its value remains permanent and not subject to ap- 
preciation, irrespective of cost as long as its use is confined 
for the object of its purchase. 

Buildings are subject to depreciation in addition to an 
expense for repairs and renewals. They may be desirable 
and adaptable and efficient for the owners' specific business 
uses only at the present time. 

With respect to Patents and Copyrights, the deprecia- 
tion can be readily determined by the calculation of the 
unexpired life or value of the patent or copjrright. 

It is a common practice to charge small tools, such as 
hammers, saws, chisels, etc., etc., to a Machinery & Tools 
Account. A Machinery & Tools Account, subject to de- 
preciation, should contain only the fixed tools, which are 
utilized in the handling of the machinery. 

The small tools are handy at the workman's home, 
therefore, it is not possible to calculate depreciation upon 
small tools that may have ceased to be on hand at the fac- 
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tory. A SmaU Tools Account should be maintained sepa- 
rate and apart from a Machinery & Tools Account, as the 
small tools account is subject to valuation by the taking of 
an inventory of what is left 

General Balance Sheet 

Part Two is devoted to a statement of current assets 
and current liabilities. 

Accountancy research has theoretically invented many 
new puzzling account names in terminology, such as ''Float- 
ing Assets and Floating Liabilities" which upon the sur- 
face have no reference to maritime conditions, and ''Posi- 
tive and Negative Accounts" which bear no relation to the 
business of photography or electricity. The term "Passive 
Account" has been created by theory, and why not create 
contra the term "Excitive Account" to indicate the mood of 
the proprietor when looking at a doubtful or bad debt or 
investment? 

Cubbent Assets 

In Group 2, the assets are ranked in the order of their 
realization. 

Ca^h on hand and at bankers is immediately available 
and the particulars should be referred to and explained 
in an accompanying schedule. Each item should be no more 
stated in the balance sheet, than the writing therein of all 
the book debts, receivable and payable. 

The Inventory representing properties actually in 
possession for immediate realization at such accepted price 
as will be paid by the purchaser is entitled to be ranked as 
the second asset. 

It should be shown in four divisions as follows : Raw 
Materials and Other Manufacturing Items at Cost, Partly 
Manufactured Goods at Prime Cost, Manufacturing and In- 
direct Expenditures, termed "Overhead Charges" and Fully 
Manufactured Goods at Cost of Production. 

From the total of the inventory in its four parts, which 
should always be stated at true cost, any depreciation aris- 
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ing between actual cost and appraised value should be shown 
and deducted from the true cost. Should an appreciated 
value exist as between the true cost and appraised value, 
such added appreciated value should be stated separate, 
added to the true cost, and the amount extended. 

Bills Receivable are ranked next in order, and should 
include not only the notes on hand, but the amount of all 
other notes not yet matured at the dating of the balance 
sheet From the total amount is to be deducted notes dis- 
counted and the difference in amount extended to repre- 
sent the bills receivable actually on hand. Bills discounted 
represent a contingent liability for endorsement, and a bal- 
ance sheet must state and show aU liabilities. 

Accounts Receivable rank next in order as per ledger 
balances, from which is deductible any reserves for doubt- 
ful debts and trade discounts. The difference is then 
extended. 

A reserve cannot be created for bad debts. A bad debt 
represents no value when treated as such. A reserve for 
doubtful debts is only permissible. 

The reason for ranking the inventory ahead of the bills 
and accounts receivable is that it is on hand, in possession, 
and convertible into money or money's worth without lia- 
bility, whereas the bills and accounts receivable represent 
evidence of a title, subject to collection, and not actually 
property in possession, and their realization of value by 
borrowing against such value creates a liability, contingent 
or otherwise. 

On a margin basis a banker should not loan on any 
value apart from the assets enumerated in Group 2, for his 
loans are known as a commercial accommodation and a 
repayment is only possible out of the Cash or the 
Inventory, when converted into Bills or Accounts Re- 
ceivable, which in turn are converted into Cash, and out of 
that cash only can a loan be repaid currently; and as all 
loans as made are based upon the banker's confidence in the 
integrity of the borrower, it is not to be expected that the 
loaner will wait until the plant and capital expenditures 
have been realized upon before re-payment of the loan is 
possible. 



XXX BALANCE SHEET 

Group S includes investments which comprehend specu- 
lative and non-speculative securities, and represent an in- 
vestment of capital apart from business requirements. If 
the borrower utilizes his capital for investments extraneous 
to the business, why should he continue borrowing: from 
his banker or commercial creditors for uses of the business ? 
Should the investments, as shown in Group 3, be added to 
the business assets, stated in Group 2, and the banker make 
a loan on a percentage of margin of the total of Groups 2 
and 3, what assurance is there that the borrower would not 
immediately make a loan elsewhere and pledge those invest- 
ments as collateral for another loan, in which case the mar- 
gin of security to the banker would be diminished and create 
an element of risk? 

Group 4 includes Deferred, Snspense or Prepaid Items, 
and although being considered available for uses of the 
business, they are not available for repayment of loans, nor 
settlement of other indebtedness. Why should such prepaid 
expenditures be accepted by the banker or creditor as being 
available for a loan ? 

Many questions are to be asked by the credit man or 
banker before making a loan or allowing credit. For what 
is the credit required? Is it to pay off quick liabilities 
against slow assets ; in which case the indebtedness is trans- 
ferred from another creditor to the banker. Is the loan 
required for the purchase of additional materials, supplies 
or goods ? Are these purchases necessary for the filling of 
orders or for general stock purposes? If the inventory of 
raw materials and other manufacturing items is of a large 
amount, are these materials and manufactured items avail- 
able for utilization in part, or whole, for the completion of 
the orders on hand, or are the materials and manufacturing 
items of no use and not available for the filling of current 
orders, in which case of what value is the inventory for the 
security of the banker? 

Are the goods in process of manufacture being made 
up for current orders or stock purposes ? If for stock pur- 
poses, what are the prospects for the sale of those goods in 
the process of manufacture? 

With respect to the overhead charges that are to be 
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added to prime cost, of what do they consist? No part of 
the office management expenditures, nor the sales depart- 
ment expenditures, should be included in these overhead 
charges which concern the factory alone.. In some cases it 
has been claimed to be correct to add in the cost of produc- 
tion a reasonable profit termed ''factory profit." In the 
making of a loan against such questionable value, the 
banker may eventually become the owner of a factory profit 
rather than true cost of production value. The inventory of 
fully manufactured goods should also be inquired into. Is 
all of this inventory salable, or how much of it is obsolete 
and merely taking up room, being old fashioned, out of date, 
and no more in demand, awaiting a possible purchaser of 
antique production? 

From the foregoing it is to be reasoned that the ques- 
tion of the valuation of the inventory is not to be lightly 
passed over. 

With respect to the Bills Receivable, all notes not yet 
matured should be shown at the dating of the balance sheet, 
so that the contingent liability by way of endorsement is 
stated. 

Customers' notes delivered to a concern in advance of 
any value being given by the seller, as an accommodation, 
with the understanding tiiat notwithstanding no goods have 
been sold, these notes would be renewed in part or whole to 
suit the convenience of the seller. This procedure has been 
very often noted in the examination of accounts, and is an 
actual accommodation on thfe part of the purchaser, al- 
though treated in the accounts as Bills Receivable, other 
than debtor's own acceptances for value and creates a con- 
cealed liability. 

With respect to Accounts Receivable, all doubtful, ac- 
counts should be transferred to a Doubtful Debts Account, 
and a reserve created for their possible non-collection. Why 
should a reserve be applied against the customers' accounts 
which are absolutely good ? The good book debts of continu- 
ing good credit should not serve the purpose of reducing the 
reserve applicable solely to doubtful debts. 

The nonrspecvlative investments, comprehended in 
group three, may represent a corporation's own stock. 
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actually acquired in settlement of a debtor's account, and 
should be valued at the true cost of that investment rather 
tnan at the par value of the stock, notwithstanding: the mar- 
ket or the par value of the company's stock may be far in 
excess of the true cost of the investment to the CJompany. 

Unsold bonds of the Company are also regarded as a 
non-speculative investment, for the reason that a mortgage, 
when placed upon the plant, becomes a lien or liability to 
the full amount of the recorded mortgage, and the unsold 
bonds, in place of cash, remain on hand awaiting conversion 
into cash or other good value. 

When bonds of a company are re-purchased from 
owners, the transaction is regarded as speculative, just the 
same as though the bonds of some outside corporation had 
been purchased for the same purposes. 

Should the bonds of the corporation be acquired for the 
purpose of cancellation, in that case the bonds would not 
exist as assets, but would immediately be applied toward 
the reduction of the mortgage indebtedness, and the bonds 
cancelled against the mortgage as a matter of record. 
Speculative investments comprehend purchases of stocks, 
bonds and securities of other Institutions, real estate and 
other properties not required for the specific purposes of 
the business of the concern. 

When a banker discovers that the borrower -is investing 
his capital in outside matters, and expects to borrow from 
the banker to pursue such methods, no loan should be made. 
The borrower should be advised to dispose of his extraneous 
investments and restore the needed capital to his business, 
before applying to the banker for a loan. The banker, if a 
loan is to be made, should secure himself by taking as col- 
lateral the outside investments in securities or other realiz- 
able property exclusive of real estate. 

The deferred, suspense or prepaid expenditures cannot 
be expected to be converted into cash for the repayment of 
any loan. The value is available only for the business uses 
and purposes. 
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CuBSENT Liabilities 

Current liabilities are ranked in the order of their 
liquidation. 

Group 2. The Preferential Claims are to be first con- 
sidered in the following order: 

Debts due to the United States, for income tax, etc. 

Debts due to the State, for state taxes and assessments. 

Debts due to the County and City, for taxes and assess- 
ments on personal estate. 

Labor to the amount of ^00, if the indebtedness has 
been created within a period of four months. 

Preferential claims are not to be construed as includ- 
ing the Taxes on real estate, which latter taxes are fully 
secured by real property. 

Group S. The Current Liabilities are ranked in the fol- 
lowing order : 

Bills Payable, sometimes called ''Bills Pliable" having a 
set date without defense for non-payment when in the hands 
of third persons, if negotiated before maturity and for 
value, rank ahead of accounts payable, and should be stated 
in three divisions as follows : 

1. Notes given to trade creditors for value. 2. Bank- 
er's Loans. 3. Accommodation loans. 

Under the heading of accommodation loans inquiry 
should be made as to those loans made by friends or rela- 
tives, and it should also be ascertained what security or 
assets of the business have been pledged or given to tiiose 
friends or relatives. 

A creditor can always face his bankers or general 
creditors when financial troubles arise, but usually avoids 
home and social criticism by insuring to his friends and 
relatives a repayment of such accommodation. 

Accounts Payable are stated respectively with respect 
to Trade Creditors and Personal Loans from friends and 
relatives, and the same remarks that relate to Bills Payable 
are also applicable to Accounts Payable. 

Group 4. Deferred, Suspense or Accrued Items while 
accrued, may not 'be due, and are owed for something or 
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things, but not owing to any person until the debt has ac- 
crued. 

Interest may have accrued at the dating of the balance 
sheet but it is owed for interest, and not to any person, and 
this technical principle of accounting would also apply to 
accrued, but not declared dividends, on preferred stock. 

Again referring to the inventory of goods, it should be 
positively determined that no existing liabili^ exists 
against tiie goods contained in the inventory, other than the 
liability as shown as bills payable and accounts payable. 

In practice it has been discovered that the invoices oi 
goods purchased with a postdating have not been entered 
and the liability omitted, notwithstanding goods have been 
actually receival, some have been sold and the balance of the 
unsold goods included in the inventory. 

In the final balancing of the second part in the double 
accomnt form of balance sheet, the balance shown represents 
the amount of capital receipts invested in current assets 
and in excess of currooit liabilities. 

To summarize the intent and purposes of the double ac- 
count form of balance sheet, it is apparent that Part One 
concerns only the stockholders, with respect to their invest- 
ments and accounting therefor, and Part Two is available 
for the guidance of the general creditors in awarding credit, 
as it is not reasonable to suppose that any current creditor 
will wait until such time as the concern decides to sdl its 
plant before settlement is made of the general creditors' 
daims. 

A pro-f orma double account form of balance sheet is 
shown on pages XXXVI to XXXIX. 
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PART ONE 

DOUBLE ACCOUNT FORM OF BALANCE SHEET (Pro fomia) 

CAPITAL EXPENDITURES SCHED. 

1 Plant: 

Land, appraised at |zzxz 1 xxzz 

Buildings rrxx 

Reserve for depreciation, xxz 2 xxzz 

Machinery and Tools zxxx 

Reserve for depreciation, xxx 8 xxxx 

Fomiture A Fixtures zzzz 

Reserve for depreciation, xxz 4 xzzx 

Small Tools, inventoried and appraised 6 xxxx 
Horses, Wagons and Harness xxxx 

Reserve for depreciation, xxx 6 xxxx 

Patents xxxx 

Expired time of use .... xxx 7 xxxx 

Copyrights xxxx 

Expired time of use .... xxx 8 xxxx 

Good Will 9 xxxx 

Etc, etc xxxx 

Balanqpb Carbied to Past 2, as un- 
expended capital receipts 0000 



Ixxxx 
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NAME OF CONCERN or COMPANY, ADDRESS 

CAPITAL RECEIPTS SCHED. 

Share Capital: 

Capital Stock, Preferred 

Authorized issue No. 

shares @ par 

Unissued No. shares @ 

par xxxz 

Issued No. shares @ par 25 

Capital Stocky Common 

Authorized issue No. 

shares @ par |xzxx 

Unissued No. shares @ 

par xzz 

Issued No. shares @ par 26 

Loan Captial: 

Subscription installments re- 
ceived, Capital Stock not 

yet issued 27 xxxx 

Subscriptions due or to be- 
come due Izxxx 

Bond and Mortgage or ) 

Chattel Mortgage or f 28 

Bonded Indebtedness, total 

amount issued against 

recorded mortgage 

(See Group S, contra) 29 

Income Debentures, issued at 

par 80 

Worting Capital, net proceeds 

of sale of donated capital 

stock 81 

Surplus, premiums on sales of 

original issue of capital 

stock Ixxzx 

Earned surplus xxxx 82 

General Profit A Loss, un- 
divided profits 33 xxxx 



xxxx 



xxxx 
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PABT TWO 

DOUBLB AOOOUNT FORM OF BALANOX 8HSKT CPlD-toni») 

A88ST8 80HBD. 

2 CURBBNT: 

Oiflh on hand and In banki \ , . . . . 10 

luTentory, 
(a) Raw matflrialf aad oOmt manuteetariiif tleoM, 

at eort tMxxx 

zx 11 



(b) Partly manufactured goods, at prlmo ooat 12 

(c) Orcrbead ocpemm, not yet H^plied to partly 
manufactured goods 13 

(d) Fully manufactured goods at cost of prodo^ 
tiao i 

Depredation zz 14 

BOls BecelTable. not matured, trade 15 

Bills. RecelTable. •^sftn—nn ndittnii 

IHsnwinted or otlMrwIse disposed of bearing 
ment of this Company 

On hand 

Accounts BecelTable 16 

Good 

Discount 



Doubtful debts, book yatue 

zz 17 



(AMOUNT OF A88BT8 PLBDOBD. per contra tzzzz) 

8 INyE8TMBNT8: 

NON-SPBOULATIVE: This Company's bonds not yet 
disposed of and Included In bondea Indebtedness. See group 
1, contra 18 

Donated capital stodc of this Company Na Aares 
parTalue 

Book Talue 



Stocks, bonds and other p rop ert i es acquired In settlement of 
business Indebtedness 19 

SPECULATIVE: Our own, or stocto and bonds of other 
companies acquired as faiTestments 20 

Other p rop ert i es, real and personal, acquired for other than 
buslnesi requirements 21 



4 DEFERRED. SUSPENSE AND PREPAID ITEMS: 

Company's own bonds or omltal stodc acquired for purposes 
of reduction of capital and loan Indebtedness 22 Szzzz 

Funds actually created In hands of trustees for amortiiation 
and redemption of liabilities 28 

Stationery, printed matter, prepaid rents, traveling ezpen- 
ses. management, salaries, etc 24 



^ 
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(Ckmttnued) NAMB OF CONCERN or COMPANY ADDRESS. 

UABIIJTIBS 8CHBD. 

2 PREFERENTIAL CLAIMS: 

Debt! due United Stfttei 84 

" " Btete 85 

" " County and Cl«7. 86 

'* " tor Iftbor $800. within tour moe. 87 

Judgment! 88 



8 CURRENT: 



BfilB Payable. Trade 89 

Secured by AsBete included centre^ fzxzx 

BUla Payame, Bank Loans 40 

Secured by AeMte Included contra, or mz 

Secured by, outride IndorMmmt 
BOli Payabtop Accommodation Loans 41 

Secured by aNcta included centre zzzz 

Ao counte^P eyabie, Tnde 42 

Securad by aaaeta tududed contra son 

Aocounta Payable. Accommodation Loam 43 

Secured by aNcta Included contra 



Total ot p le d i ad aoeti, te coatra 



DEFERRED. SUSPENSE AND ITEMS ACCRUED BUT NOT 
DUE: 



Reaenre Accounta, tezduriye of depreciation reiwua wbich are 
deductible contr») set aside out of proAta to be invested in 
speclflc FUNDS lor amorUaation and redemptioa at ma- 
tuitty ot Loan Capital. See group 1 44 

Rspta. teies. dlvidflDds. interest, etc., ele., aoomed bat NOT 
DUE 45 

CONTINGENT LIABILITIES: 

Endorsement ot BiDs Receiyable, discounted or otherwise dle- 
poaed ot and not yet matured, per centre 46 Szzzz 

Other liability tor outside acoonunodation and endorsement, 
suTOty or guaranty 47 



SURPLUS OF CAPITAL RECEIPTS, balance brought ftmn 
Part I and invested in general assets, contra 0000 



T 



XL NOTES 

DOUBLE ACCOUNT FORM BALANCE SHEET 

FIXED PLANT, PROPERTIES AND GENERAL ASSETS 

Group 1. Capital E3q>enditareB available onlj for Fizb> Loans: 

Bond and Mort;8:age or Chattel Moitgage. 
'' 2. Assets available for current accommodation loans. 
** 3. Properties applicable to Collatbbal Loans. 
^ 4. Not available for current or collateral loans. 

Capital Stock of the Company, donated to it as a gift, may 
be availed of for collateral loan based upon book value. 
When the donated capital stock is sold the net proceeds are 
applied as an increase of Wobking Capital and not 
an earned income or j»rofit. See Loan Capital, ^roup 1. 
Donated Capital Stock given away as a bonus, having cost 
nothing, is neither a loss or expense. Transfer only 
is made in stockholders' ledger. 
Reserve Accounts for depreciation and trade discounts while 
appearing as credits in the ledger, are not true liabil- 
ities. Being an estimate they are deductible, in the 
preparation of a Bidance Sheet, from the property and 
asset book values to express the approximated amount 
of realization value. 

CAPITAL RECEIPTS AND UABILITIES 

Group 1. Capital Receipts with respect to share and loan Capital are 

a fixed liability. See capital expenditures contra. 

" 2. Preferential Claims are a first lien, against properties not 
pledged. See groups 2 and 8 contra. Taxes, mort- 
gages, and mor^ge interest on realty are classified as 
secured daims. 

" 3. Current Liabilities rank next for Liquidation. See contra 
{groups No. 2 and 3. 

" 4. liabilities, when they become accrued Due, are then in- 
cluded in group 8. 
Income Debentures are gradually superseding capital stock, 
preferred, which latter is taxable as share capital, 
whereas income debentures while affording equal secur- 
ity to the investor are not taxable the same as share 
capitaL 
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Why a Balance Sheet Cannot be Prepared 
for a Municipality, City or U. S. 

Government 

(The Assets or Properties of a community can only be 
offset by one liability ; — ^that owed to the community which 
has paid for those properties by the means of taxation, and 
it is entitled to the perpetual use thereof. 1 The ''Custodians 
of the Public Properties'' are elected or selected by the com- 
munity and no public property should be destroyed, or dis- 
posed of except by orders of ttiose custodians, with reasons 
therefor, and an entry of all such orders, together with the 
deliberations of the commission should be carefully recorded 
in the minutes of the said commissioners. 

^Municipalities have created certain liabilities, and those 
liabilities are termed general and specific. When bonds are 
issued, the repayment of principal is guaranteed out of fu- 
ture coUections of taxes, which may be applied generally or 
out of the income, or specific tax applicable to a certain De- 
partment or Departments.^ 

^ Against such a created liability of public bonded in- 
debtedness, there cannot be ranked the municipality's prop- 
erties, such as Public Parks, Municipal Buildings, Fire De- 
partment, Apparatus and Buildings, Court Houses, etc., for 
the reason that the created bonded indebtedness has for its 
security a lien upon future tax collections, and these taxes 
to be coUected are in turn secured by the real or personal 
properties owned by the taxpayers, and such properties are 
not owned by the municipality. J 

It can be reasoned that individual properties cannot be 
seized unless default is made by the owners thereof in the 
payment of their assessed proportionate taxes. 

If a balance sheet is to be prepared at all for a 
municipality, the assets would consist of funds collected 
and set aside for repayment of the loans at maturity, and 

XLIII 
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an estimate of the taxes to be collected in the future, contra 
to the general or specific bonded indebtedness. If tlie pub- 
lic properties of the community are listed as assets, the only 
contra liability would be to the taxpayers and the taxes once 
paid by them is never repayable to them. 

The citizen is entitled to a statement of facts, with re- 
spect to the indebtedness to be paid by himself and the com- 
munity, by means of future taxation. 

First A schedule of the total bonded indebted- 
ness, showing consecutively each issue of bonds and 
the dates of the issuance and maturity of said bonds. 
Second. The amounts to be set aside annually 
or at other times out of the tax collections, for the 
redemption of each specific issue of bonds. 

Third. The amount to be set aside and de- 
posited, which, with interest added, will, at the time 
of maturity of the debt, amortize each specific issue 
of bonds. 

Fourth. The total amount actually set aside for 

redemption of each specific issue of bonds up to the 

date of the preparation of the schedule. 

This simple schedule, containing statements of facts, 

would show to the citizen the total indebtedness created, — 

the amount agreed upon to be set aside — ^the amount actually 

placed on special deposit, and the difference would represent 

the outstanding indebtedness payable out of past, overdue 

or future tax collections. 

A balance sheet cannot be prepared by stating 
as assets (1) the properties of the community, (2) 
the created Funds which are available only for the 
redemption of specific bonded indebtedness, — and (3) 
uncollected taxes. Nor can the created authorized 
bonded indebtedness be secured or offset by other 
value than the specific funds and future tax collec- 
tions. 

The properties of a community constitute, and are re- 
garded as, a fixed plant, no part of which has been con- 
tracted for to become available for the settlement of gen- 



WHY BAL. SHEET CANNOT BE PREPARED XLV 

eral or specific bonded indebtedness, and the liquidation of 
a municipalitjr's liability is only possible out of the funds 
specially created for the redemption of the debt, together 
with a proportion of the tax levies of the future. 

The community of a municipality may be compared 
to the owner of a household. Any debts created are not 
intended to be paid for by the sale respectively of the public 
properties or the household furniture, but out of or from the 
tax levies, or the income produced through the use of the 
properties. 

''Consols" is defined as a contraction for ''con- 
solidated annuities,'' a governmental security of Great 
Britain. In 1751, a large part of the public debt, nine sepa- 
rate loans, being in the form of annunities, was consolidated 
in a 3 per cent bond or stock. In 1888 the three per cents 
were converted into 2% per cents, which rate in 1903 was to 
be reduced to 2^^ per cent. These stocks constitute a great 
part of the debt of Great Britain, and their price is regarded 
as a gage of the national credit. 

These Consols have for their security the public prop- 
erties and a balance sheet may be prepared showing the 
properties contra to the Consols, and the principal may 
be repayable, but when? 
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Q. 1. State the essential principles of double entry book- 
keeping, and show wherein it differs from single entry book- 
keeping. 

A. 1. The essential principles of double entry bookkeeping are : 

First. That every transaction is a transfer of money or of money's 
worth, that it therefore involves a giver and a receiver; consequently 
requiring an entry to be made both in the account which is diminished 
and in the account which is increased. 

Second. What is parted with is deducted from the account which is 
diminished by it and from which it is taken, by posting the item to the 
right hand or credit side of such account, and what is received in ex- 
change is added to the account which is increased by it and to which it 
is given, by posting the item to the left hand or debit side of such ac- 
count, thereby establishing an equilibrium between debits and credits 
and thus affording a proof that every transaction has been posted cor- 
rectly as to amounts. 

Third. Double entry bookkeeping thus provides for the mainte- 
nance of accounts so relating the one to the other, that while one class 
of accounts will collectively show the assets and liabilities, the other 
class will show the profits and losses, and both classes equally display 
and confirm the resultant surplus or deficit. 
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Single entry implies no particular application or limitation of sys- 
tem, but in so far as it may be regarded as a system it deals simply 
with details and forms of entries for the purpose of recording charges 
to customers and obligations to creditors, and while personal book ac- 
counts are maintained in the same form as in double entry, the comple- 
mentary accounts relating to revenue are omitted and the element of 
equilibrium or balance between debits and credits pervading double 
entry is not established. 

In the absence of the confirmatory scheme of revenue accounts pe 
culiar to double entry, the profits or losses in single entry are periodi- 
cally ascertained by a tomparison between past and present condition, 
the property values are arrived at by appraisement and stock taking 
and the accuracy of final results are susceptible of no other proof than 
a careful detailed review would afford. 

Q. 2. Describe the following and show wherein they 
differ: 

(a) Trial Balance. 

(b) Balance Sheet. 

(c) Statement of Affairs. 

(d) Realisation and Liquidation Account. 

A. 2. (a) A Trial Balance is a list or schedule of the accounts in 
the ledger or ledgers of a business remaining open, as at the end of a 
day specified, showing the ledger folio, name, and Dr. or Cr. balance or 
Dr. and Cr. footings^ of each account in turn, and showing an equal 
aggregate sum of debits and credits. The purpose of a trial balance is 
primarily to test and demonstrate the equilibrium of the ledger, which, 
although not proving the absolute correctness of the ledger in all 
respects, is -nevertheless essential to such correctness, and is a prelim- 
inary process to closing the books and preparing the business and 
financial statements. 

(b) A Balance Sheet is a statement of the assets and liabilities of 
a business, as at the end of a day specified, and is generally prepared 
after closing the books at the end of a fiscal period, to ascertain and 
show the financial condition of the business at the time. It is compiled 
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from the trial balance by bringing* together and arranging only such 
accounts as represent assets and liabilities, supplemented by inventories, 
reserves, unexpired charges, unmatured obligations, and sundry items 
disclosed by adjustment ; the remaining accounts upon the trial balance, 
generally designated as ^'nominal accounts", are simultaneously closed 
and carried to a general profit and loss account in the ledger, and col- 
lectively form the subject of the profit and loss statement that usually 
accompanies the balance sheet. The open book accounts of trade 
debtors and creditors appear upon the balance sheet in two aggregate 
amounts, and are either supported by schedules, or reference is made to 
the page of trial balance book whereon the respective totals appear. 
A balance sheet therefore contains the same accounts that appear on 
the trial balance at the commencement of the next fiscal period after 
the nominal accounts have all been closed, but further classified and 
arranged so as to give the clearest possible expression to the results. 

(c) A Statement of Affairs is a summary of the schedules of liabil- 
ities and assets of an insolvent debtor, so arranged as to show both 
actual and conting-ent liabilities and to what extent the same are 
secured ; also to show both the nominal or book value of the assets and 
what they are expected to produce. It is prepared for the purpose of 
ascertaining and indicating the true condition of the estate with refer- 
ence to realization, and the extent of the deficiency with respect to liquid- 
ation. The creditors are classified in separate schedules as, unsecured 
partially secured, fully secured, contingent and preferential, the latter 
schedule being deducted directly from the assets. The assets, as to 
properties, are arranged in the order of prospective realization, and 
prcbable shrinkage is indicated, and as to book debtors, are classified in 
separate schedules as, good, doubtful and bad. It is frequently accom- 
panied by a ''deficiency account*' which, starting at the commencement 
of the business, or, if impracticable, at the last date of solvency, recites 
the capital invested by the insolvent debtor, the amounts withdrawn for 
personal expenses, the business losses subsequently sustained and the 
shrinkages in prospective realization, which collectively account for the 
deficiency by which the Statement of Affairs is balanced. 

(d) A Realization and Liquidation Account is a statement prepared 
for the purpose of showing the results of the winding up or closing out 
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of a business or estate. It is first charged with the total assets and 
credited with the total liabilities exclusive of capital ; it is next credited 
with the net proceeds realized from the assets and charged with the 
total expenditure in liquidating the liabilities together with the costs of 
realization ; the balance, being a profit or loss incidental to the winding 
up, is carried to capital. When the winding up is undertaken by a 
trustee, his account is charged with the amount realized from assets 
and credited with the payment of liabilities, together with costs and 
expenses, and the balance of his account when handed over is carried to 
capital account and balances and closes the same. 

A Trial Balance is, therefore, the main source from which the 
material for the succeeding forms of statements are procured, and differs 
from them, as they differ from each other, in the form that it assumes 
and the specific purpose for which it is intended. Whereas a Trial 
Balance establishes little else than the equilibrium of the ledger, a 
Balance Sheet arranges the items into a financial statement, from which 
in cases of insolvency a Statement of Affairs is framed, or provides the 
first basis for a Realization and Liquidation Account upon the final 
winding up. 

Q. 3. In devising a system of accounts for a business* 
what are the main subjects for consideration, and in what 
order should they have attention ? 

A. 3. The main subjects for consideration in devising a system of 
accounts are: 

First — ^To ascertain the character of the assets and liabilities, to 
determine their order of classification and to what extent they may with 
advantage be contained in separate accounts, to the end of arriving at a 
permanent form in which the balance sheet may be clearly expressed. 

Second — To ascertain the sources of income and profits, and of the 
expenses and losses incidental to the business, having regard to the 
characteristic elements of cost, proceeds, fixed charges, management 
expenses, maintenance, depreciation, reserves, and all other classes of 
income and expenditure necessary to a comprehensive and intelligible 
statement of revenue. 
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Third — ^To desig^n books of original entry, with suitable arrang^e* 
ment of columns to receive and allocate the various items in such man- 
ner as to afford data leading* up to the balance sheet and revenue account 
as formulated, and directly contributing^ to the aggregate items appear- 
ing thereon. 

Fourth— To institute suitable procedure and organisation in the 
methods of treating with details and bringing the transactions upon the 
books, with a view to economy of time, accuracy of work, and facility 
of agreeing and balancing the accounts to the furthest possible sub- 
division. 

Fifth — ^To render the system susceptible of a thorough and rapid 
audit, and capable of readily making apparent any irregularity arising 
from ignorance, stupidity or dishonesty. 

"^ Q. 4. Describe the following and show wherein they 
differ: 

(a) Revenue Account. 

(b) Trading Account. 

(c) Profit and Loss Account. 

(d) Deficiency Account. 

A. 4. (a) A Revenue Account is the comprehensive title of all ac- 
counts treating in detail or summary with the subjects of income, earn- 
ings or profits, and against such the cost, expenses or losses incident 
thereto, the former subjects being credits and the latter charges to Rev- 
enue. In non-trading concerns, namely those simply administering funds, 
the revenue account is either stated under that title or styled **Income 
and Expenditure Account**, whereas in trading concerns engaged in 
manufacturing, buying and selling commodities, the title **Profit and 
Loss Account*' is nearly always usedt and is frequently divided into two 
sections designated respectively '^Trading Account** and ''Profit and 
Loss Account.** 

(b) A Trading Account deals with the subjects of cost and proceeds* 
Cost comprises outlay for materials, freight, duty and other charges 
incidental to acquiring possession, as also labor bestowed in manufac- 
turing or rendering the wares salable, and constitutes charges to the 
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account. Proceeds comprise returns in the form of sales or other equiv- 
alent and constitute credits to the account. The inventories of stock at 
the beginning* and end of the period covered by the account, being also 
charged and credited respectively (the credit being usually effected, in 
the preparation of a statement, by deduction from the charges instead 
of credit entry, in order that the sales may rank alone as proceeds and 
the net cost appear as an offset), the balance of the account usually 
designated as ''Gross Profits*' is carried to E^ofit and Loss Account 

(c) A Profit and I^oss Account, when constituting the second section 
of the revenue account, is credited with the gross profit from the trading 
account together with whatever other sources of income may contribute 
to the profits of the business ; and is charged with the management ex- 
penses incident to the general conduct of the business, as for instance, 
rent, insurance, interest, salaries of clerks, advertising, office supplies, 
etc. ; the final balance designated ''Net Profits" or "Net Losses*' is either 
carried to capital, as in the case of a single proprietorship or a partner- 
ship, or left standing as undivided surplus to the credit of profit and 
loss on the books of a corporation, subject to dividends or other dispo- 
sition. It is often found expedient to append a third revenue section 
for dealing with extraordinary profits or losses, which, while affecting 
the surplus, are foreign to the legitimate or normal transactions of the 
business, in which case the balance brought down from the second 
section is further qualified and distinguished as "Net Profit on Trad- 
ing" or "Net Loss on Trading" and the final balance of profit or loss is 
stated simply as "Net Profit" or "Net Loss." The Trading Account as 
a separate statement or section of the revenue is frequently dispensed 
with, and the Profit and Loss Account is made to comprehend the entire 
subject, in which case the distinction between "gross profits" and "net 
profits" is not marked. 

(d) A Deficiency Account is designed to accompany the statement 
of affairs of an insolvent debtor's estate. It is charged with the deficiency 
as shown by the statement of affairs, capital invested at commencement 
of period under review and any profit extraordinary to the general trad- 
ing. It is credited with losses and shrinkages in values as exhibited by 
the statement of affairs, liabilicy upon endorsement of notes other than 
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debtor*s own acceptances, in the amount anticipated to rank for dividends, 
loss on trading and drawings from business for private use. A deficiency 
account is therefore a summary, accounting for the deficiency appearing 
upon the statement of affairs, and displays in classified form the causes 
that have contributed to the failure, in so far as they relate to the 
revenue and the extinction of capital, and affords the basis for a critical 
inquiry for judging of the honest misfortune or premeditated designs of 
the insolvent debtor. 

Q, 5. State the purposes for which series of perpendic- 
ular columns are employed in books of original entry and how 
these purposes may be accomplished relative to the following 
conditions: 

(a) Several ledgers comprehended in one system of ac- 
counts. 

(b) Several departments comprehended in one business. 

(c) Several accounts comprehended in income and ex- 
penditure. 

A. 5. The primitive application of the principle of double entry 
necessitated the actual as well as the theoretical posting of each and 
every entry separately to the accounts respectively debited and credited 
therewith, but later modifications of the actual practice have demons- 
trated that (without any departure from the principle ^^for every debit 
there must be a credit'*) in so far as either side of the entries are required 
to be posted to nominal accounts, or accounts representing other than 
customers or creditors in % with the business, said sides of the entries 
could be allocated in the books of original entry under the headings 
of the nominal or business accounts affected, by distributing them 
throughout a series of columns provided for that purpose, and instead 
of the detailed posting of every separate item to said nominal accounts, 
only the daily, weekly or monthly footings of the columns need be 
posted to accomplish the same purpose and end. 

(a) When the ledger is divided into several sections or comprehends 
several separate volumes, each alloted to a different class of accounts, 
the items on the books of original entry may be correspondingly classi- 
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iied by providing therein separate columns for the items that are to be 
posted to each of the separate ledgers or ledger sections mentioned, and 
although there may be some books of original entry exdnsiTely apper- 
taining to distinct sections of the ledger, the general cash book and 
other books of a comprehensive nature will require to be columnized 
according to the ledgers with which they articulate, in order that the 
aggregate totals of debits and credits in each ledger and its collective 
balance may be readily ascertained, by bringing together and summariz- 
ing the totals of the various columns in the books of origpinal entry 
appertaining thereto. 

(b) Where several departments are separately maintained in the 
accounts, the sales book, instead of showing one general credit of pro- 
ceeds, may be divided into departmental columns for collecting and 
totaling the items of proceeds arising from each separate department 
In like manner the invoice or purchase book, in so far as it relates to 
cost or direct departmental charges, instead of showing one collective 
charge to trading, will be provided with columns for collecting and 
totaling the expenditure against each department. The same distinction 
may be made in all other transactions affecting the several departments, 
whether constituting cancellation of items coming through the returns 
and allowance book, or direct cash expenditure appearing in the cash or 
petty cash book, and where the frequency of the items renders it expe- 
dient, a corresponding system of columns may also be maintained. 

(c) The nominal accounts dealing with general income and ex- 
penditure are also made the subjects of separate columns in the books of 
original entry on which the several items appear, those relating to 
general management expenses, when the same give rise to liabilities 
subsequently liquidated, frequently form an additional system of 
columns in the invoice or purchase book, supplementary to the trade 
chargeSf and together with the latter form the aggregate debit, comple- 
mentary to the credits in the sundry personal accounts. 

The emplojrment of systems of columns not only reduces the volume 
of posting from separate items to total sums, but affords a valuable 
check upon the additions, by agreement between the footings of the op- 
posing columns, and practically balances and verifies much of the work, 
before the postings to the ledger are made. 
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Q. 6. Describe the following and show wherein they 
differ : 

(a) Statement of Income and Expenditure. 

(b) Statement of Receipts and Payments. 

A. 6. (a) An Income and Expenditure Account (like a profit and 
loss account) states the entire income for the period to which it relates 
without regard to whether the same has been collected or received in 
cash ; and also the total expenses properly chargeable against said in- 
come without regard to whether the same have been paid or are still 
owing, and therefore takes cognizance of outstanding assets and liabil- 
ities both at the commencement and close of said period. The final 
balance of income and expenditure represents the surplus of income over 
expenditure or vice versa, either for the period under review or including 
the balance brought forward from the previous account. 

(b) A Statement of Receipts and Pajrments is a summarized cash 
account and states the amount of money actually received and disbursed 
during the period to which it relates without regard to whether the 
same are earnings or expenses exclusively appertaining to that period or 
include items so appertaining to the period preceding. It starts with 
the cash balance at the commencement of the period which it covers and 
concludes with the cash balance at the close thereof. 

If, therefore, the assets and liabilities outstanding at the commence- 
ment of the period and since settled, be deducted from the receipts and 
pajrments respectively, and those since contracted and outstanding at the 
close of the period be added thereto, the final balance thereof will agree 
with the income and expenditure account for the same period. An In- 
come and Expenditure Account verifies the surplus appearing upon the 
balance sheet which it usually accompanies. A Statement of Receipts 
and Pajrments verifies the asset of cash appearing upon the balance 
sheet, and is usually the subject of a Treasurer's report. 

Q. 7. Describe a method of keeping accounts so that the 
aggregate sums due from customers and due to creditors can 
be known without preparing a schedule of the accounts of such 
customers and creditors, and so that an independent balance 
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of the ledger, containing only the real, nominal, special and 
controlling accounts, exclusive of the individual accounts of 
customers and trade creditors may be taken. 

A. 7. This method necessitates the division of the ledg-er into 
three distinct sections, viz : 

First — Customers* Ledger, containing the individual accounts of 
customers or trade debtors. 

Second — Creditors* Ledger, containing the individual accounts of 
trade creditors. 

Third — ^Nominal Ledger, containing all other accounts, i. e., real, 
nominal, special and controlling accounts. 

For illustration, we will ideally regard the customers collectively, 
as one person, and the creditors collectively as one person, and open two 
summary accounts, one for each, in the Nominal Ledger, under the 
respective headings : 

^'Sundry Customers** controlling account. 

'^Sundry Creditors** controlling account. 

By collecting in separate columns, provided therefor in the books 
of orig^inal entry, all the debit and credit items that are to be posted to 
the Customers* Ledger and the Creditors* Ledger, and posting the totals 
of said columns to their respective controlling accounts in the Nominal 
Ledger, the Nominal Ledger will balance independently of the other 
ledgers, and the balances of the controlling accounts will equal the 
aggregate sum of the balances of the open individual accotmts in the 
ledgers they respectively represent and control. 

When the distinction between customers and creditors is not prac- 
ticable, for the reason that purchases from and sales to the same persons 
are extensively made, the customers* and creditors' ledgers may be com- 
bined and controlled by one summary account headed ^'Stmdry Trade 
Debtors and Creditors.** 

The foregoing method renders it practicable to balance and close 
the Nominal Ledger as soon as the entries in the books of original entry 
are completed and the comparatively few postings to the Nominal 
Ledger are made, and before the more numerous postings to the debtors* 
and creditors* accotmts are completed and the lengthy schedules of bal- 
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ances are taken off and agreed. The Nominal Ledger not only shows in 
advance the correct balances that the debtors' and creditors' ledgers 
must show when completed, but furnishes absolute assurance of their 
accuracy when determined by the balances of the aggregate values con- 
tained in the controlling accounts as verified by the equilibrium of the 
Nominal Ledger. 

Q. 8. Define and differentiate : 

(a) Capital and Revenue* 

(b) Capital Receipts and Revenue Receipts. 

(c) Capital Expenditure and Revenue Expenditure. 

A. 8. (a) The term ^Kl^pital** as used in accounts, while invariably 
conveying the one fundamental idea has, however, many shadings of 
significance, arising from the various relationships its radical principle 
sustains to the many laws and themes of accountancy. 

Capital is the surplus of assets over liabilities, and is the indebted- 
ness of a business to its proprietor or proprietors for unimpaired invest- 
ment and accumulated profits, and in this sense is the antithesis to 
* ^Deficit", which latter is the surplus of liabilities over assets, and is the 
indebtedness of the proprietor or proprietors to the business for losses 
sustained in excess of the extinction of the original investment. Capital 
therefore comprehends any and all properties and assets employed in a 
business, as the positive element, and all liabilities and obligations 
owing or extant, as the negative element, and in this sense is the anti- 
thesis to '^Revenue", which latter comprehends the profits or losses re- 
sulting from the business transactions. 

Revenue is the amount earned by the carrying on of an undertak- 
ing, and is the excess of the profits and income, over the expenses and 
losses incidental thereto. If the expenses and losses exceed the profits 
and income, there is no revenue, and capital is accordingly decreased by 
either the depletion of accumulated surplus, or the impairment of the 
original investment, which is sometimes termed a '^revenue loss", the 
word '^revenue^ being used in its generic sense as relating only to the 
elements, which normally would have created it. 

(b) Receipts, unless specifically qualified, are generally understood 
to mean receipts of cash. The term "Capital Receipts" would therefore 



12 THEORY OP ACCOUNTS. 

imply the cash received from stockholders in a corporation upon the 
payment of their subscriptions to the capital stock. But the practice of 
issuing stock for property purchased without any cash transaction has 
become such an established custom, that any species of receipts may be 
represented and the capital stock accotmt be designated upon the balance 
sheet as * 'Capital Receipts^' for the full amount issued* A funded debt 
upon the properties of a corporation, creating a bond and mortgage 
account upon the books, also frequently appears upon the balance sheet 
under the heading '^capital receipts''; the capital stock and funded debt 
being then distinguished by the sub-headings of ''share capital'' and 
"loan capital" respectively. 

Although the term ''capital receipts" generally appears upon the 
balance sheet of a corporation, it is frequently used in speaking of any 
capital investment, whether in a corporation or otherwise, and has a 
further significance as being the proceeds from the sale of a fixed prop-' 
erty or capital asset as distinguished from the sale of the wares which ii 
may be the business of the concern to dispose of in the regular course of 
trade. 

Revenue Receipts differ from capital receipts in being the income 
derived from the earnings of capital invested (and includes no part of 
the principal) or the proceeds arising from the trading transactions in so 
far as they constitute profits to the business. 

(c) The term "Expenditure" signifies not only the pajrment or dis- 
bursement of cash, but also the exchange of any other property or the 
creation of any debt or liability as the consideration for property ac- 
quired, services received, or means and facilities attained. 

Capitail Expenditure is the exchange of one property for another, 
and being merely permutative in character results in neither an increase 
or decrease of capital ; as for instance, the purchase of real estate, 
machinery or merchandise, so far as it involves the payment of money or 
creation of liability is an expenditure, but as equivalent value is acquired 
and the capital is undisturbed it is designated "capital expenditure", 
[n a more restricted sense the term denotes the expenditure by a corpor- 
ation of its capital receipts and accumulated surplus, in acquiring or ex- 
tending its plant and other assets of a permanent nature. 
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Revenue Expenditure comprises all that class of expenditures, 
modificative in character, which result in a decrease of capital as against 
the increase thereof resulting from revenue receipts. It includes all 
charges against the income and profits; those constituting direct business 
expenses as rents, rates and taxes, insurance, salaries, commissions, ad- 
vertising, etc, the maintenance and repairs of fixed properties, as well 
as depreciation, bad accounts and all business losses. 

Capital and revenue expenditures are frequently alluded to as 
* ^charges to capital" and "charges to revenue" respectively, and corre- 
spondingly capital and revenue receipts are respectively distinguished 
by the terms "credits to capital" and "d'edits to revenue." 

Q. 9. How may the accounts in a trial balance be best 
arranged to facilitate the preparation of a business and fin* 
ancial statement ? 

A. 9. In the absence of a clear conception of the classification of 
ledger accounts it frequently occurs that the accounts are opened in the 
or^er of the entries first giving rise to their creation, and consequently 
follow one another indiscriminately, and in taking off the trial balance in 
the order of ledger folios the real, nominal, personal and impersonal 
accounts are presented in one heterogeneous and shuffled list. 

Before a business and financial statement can be prepared from such 
a trial balance it is necessary to pick out and group the accounts into 
three principal classifications, viz : 

First — ^Real Accounts representing assets and liabilities, (other 
than trade customers' and creditors' open accounts,) such as cash, pro- 
perties, bills receivable, bills payable, mortgages payable, special 
personal accounts, etc. 

Second — ^Nominal accounts representing profits and losses, such as 
purchases, sales, discounts, expenses, etc 

Third — Individual Accounts of trade debtors and creditors (this 
classification usually comprises by far the greatest, number of accounts) 
constituting two schedules termed respectively **open book accotmts re- 
ceivable" and '^open book accounts payable." 

In a properly arranged ledger the accounts would follow in the 
order of the foregoing classification, by having separate sections of the 
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ledgfei allotted to each ; but in the absence of such an arrangement the 
same purpose may be accomplished so far as the trial balance is con- 
cemedy by taking off the balances on three different sheets, or extending 
the amounts into three separate pairs of columns, thus effecting the re* 
quisite classification. 

A trial balance so arranged not only facilitates the preparation of 
a Revenue Statement and Balance Sheet, but presents the accounts in 
such form that deductions may be drawn and approximate results shown 
without the compilation of formal statements at interim dates. 

Q. 10. Define and differentiate : 

(a) Fixed Assets and Cash Assets. 

(b) Fixed Liability and Floating Ind^edness. 

(c) Fixed Charges and Operating Expenses. 

A. 10. (a) Fixed assets are those which form the plant and permanent 
equipment of a business and must be maintained in their efficiency by 
repairs and renewals in order to successfully carry on its undertakings. 
The roadway, buildings and rolling stock of a railroad, the land, build- 
ings, machinery and fittings of a manufacturing concern, are fixed assets, 
as well as patent rights, franchises, and in some instances good will, 
when the same are carried upon the books as asset values. 

Cash Assets, also called floating assets, are those which are either 
subject to change arising from business transactions, or may be sold, 
exchanged, or otherwise realized upon, without detracting from the ap» 
pliances or facilities necessary to the business uses and operations. 
Cash, stock in trade, customers' accounts, bills receivable, securities, or 
any assets held subject to sale or to realization in cash, are floating as- 
sets ; and to the extent that they are available or their collection is re- 
lied upon for funds to liquidate current obligations they constitute work- 
ing capital. 

(b) Fixed Liabilities are the permanent or ultimate obligations as 
distinct from the current obligations (or floating indebtedness) of a 
person, firm or corporation. Mortgages upon realty or chatties, and the 
share or loan capital of a corporation are forms of fixed liability. 

Floating Indebtedness consists of all liabilities that are due and 
payable at once or currently becoming so, as they severally mature. 
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Trade creditors' book accounts, bills payable, accrued rents, rates and 
taxes, interest payable, and salaries or wages owing to employees con- 
stitute items of floating indebtedness. 

(c) Fixed Charges are expenses inevitably occurring at regular in- 
tervals and in determined amounts, and constitute a regularly estab- 
lished and approximately uniform charge to revenue, year by year. In- 
terest on funded debt, state tax on capital stock, tax on franchise, or 
rents, rates and taxes on realty are subjects of fixed charges. 

Operating Expenses are those incidental to the active operations of 
a business and vary in amount with their expansion or contraction. 
The term is applied most frequently to railroad, telegraph, telephone, 
steamship and transportation companies or common carriers generally, 
where their accounts do not admit of the distinction between trading 
and general management charges characteristic of manufacturing and 
mercantile industries. 

Q. 11. Describe the following kinds of accounts : 

(a) Personal, (b) Impersonal, 
(c) Real, (d) Nominal, 
(e) Current, (f) Summary. 

A. 11. (a) Personal Accounts, also termed ^'individual accounts," 
are accounts stating the transactions between a business and its various 
debtors and creditors, each account showing the claim or liability, with 
respect to such transactions, of the party whose name it bears. John 
Brown in % with Henry Smith, Henry Smith's Capital Account, Henry 
Smith's Drawing Account are types of personal accounts. 

(b) Impersonal Accounts are accounts in no way involving or sta- 
ting any personal credit or indebtedness, but are maintained for the 
purpose of recording the transactions of a business with respect to the 
properties acquired or parted with, the various sources of income, and 
the subjects of expenditure. Real Estate, Mortgages, Commissions, 
Purchases, Sales, Expenses, Profit and Loss are types of impersonal 
accounts. 

(c) Real Accounts are those which state the value of actual assets or 
extent of actual liabilities and may be either personal or impersonal. 

Cash, Land, Buildings, Machinery, Mortgages, either receivable or pay- 
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able, Bills Receivable, Bills Payable, and Individual Accounts receivable 
and payable are types of real accounts. 

(d) Nominal Accounts are accounts in name only and represent 
neither personal interest or obligation, nor asset or liability values, but 
are maintained solely for the purpose of classifying profits and losses 
under various speculative or generic headings, growing out of estab- 
lished theory and usage, which accounts are closed at the end of each 
fiscal period by transferring the balances to Profit and Loss account, 
Revenue account or whatever account may constitute the summary or 
resume of the business. Trading, Interest, Discount, Commissions, 
Rents Rates and Taxes, Insurance, Advertising, Wages, Salaries, and 
Expense are types of nominal accounts. 

(e) A Current Account, or account current, (%) also termed a 
'* running account, '* is an itemized account, wherein all the items of 
transactions are recorded in the order of their dates. A personal account 
is generally an account current, as John Brown in % with Henry Smith, 

(f) A Summary Account (acct.) is an account wherein each item is 
the aggregate of some other account or statement of particulars. A 
Profit and Loss account is a type of a summary account 

Some accotmts partake in a sense of the nature of both current and 
summary, as for instance, a Sales Account is credited monthly with the 
total sales from the sales book, each entry being a summary for its 
respective month but following each other in current order. 

Q. 12. Describe the process and state some of the pur- 
poses of analyzing a ledger. 

A. 12. The analysis of a ledger is accomplished by distributing 
the elements of each account in turn throughout a series of Dr. and 
Cr. columns upon a working paper called ^' an analysis sheet. ^' 

Beginning with the Dr. or Cr. balance, if any, of each account af 
the commencement of the period under analysis, it is entered in its re- 
spective column on the extreme left hand of the analysis sheet. 

The amounts charged to each account for the period are entered 
item by item in a series of debit columns, each column being allotted to 
one of the several books of original entry from which the items are 
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posted, to wit, sales t>ook, journal, cash book, etc., and the page of the 
book of original entry is noted against each item. 

The amounts credited to each account are correspondingly entered 
item by item, in a series of credit columns, each column being allotted to 
one of the several books of orig^inal entry from which the items are 
posted, to wit, invoice book, journal, cash book, etc, and the page of 
the book of original entry is noted against each item. 

The Dr. or Cr. balance, if any, at the end of the period under ana- 
lysis is finally entered in its respective column on the extreme right of 
the analysis sheet 

Each account will then extend across the analysis sheet and occu- 
py as many lines as there are items in the column containing the great- 
est number of items. 

The accounts follow one under the other in the order of the ledger 
folios, each commencing on the first clear line across the analysis sheet, 
and the debit balances together with the debit items will equal the credit 
balances together with the credit items, and the balancing of the work 
as it progresses will be always under control. 

At the completion of each analysis sheet the columns are all footed 
and the sheet balanced and agreed. 

When the analysis of the ledger is completed, the footings of all 
the analysis sheets are summarized for a grand total and the balances at 
the commencement and at the conclusion of the period will total and 
agree with the trial balance schedules taken off at the respective dates, 
while the intermediate columns connecting the commencing with the 
concluding balances will severally agree with the total footings of the 
books of original entry to which they respectively relate, and may be 
checked back therewith by means of the page notations for any disagree- 
ment that they may reveal. 

The purposes of such analysis are : 

First — ^A sure expedient for arriving at a perfect balance of a ledger 
wherein the accounts are so numerous, the figfures so illegible, the errors 
of so treacherous a nature, and the chronological order of the items so 
imperfect as to bafSe the usual method of checking postings and retak- 
ing off of the trial balance. 
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Second. — Acquiring possession of a transcript of all items in a 
ledger, during an investigation, where only temporary access to the 
books is granted by a court order, and the interests of a client render it 
advisable. 

Q. 13. Describe the nature of the following accounts : 

(a) Sinking fund. 

(b) Reserve fund. 

(c) Redemption fund. 

(d) Depreciation fund. 

(e) Contingent fund, 
(f ) Investment fund. 

A. 13. (a) A Sinking Fund, in its strictly technical sense is 
formed by the setting apart and accumulating of moneys by a govern- 
ment to make provision for paying interest on its debts and ultimately 
discharging them. The pajrments into it are fixed in amount, are 
made at regular intervals and are invested and the interest there- 
from added to the fund to the end that the amounts paid in, together 
with the accumulated income thereon will provide a certain required 
amount at a given date. The term is frequently used erroneously in 
commercial accounts in the place of reserve fund, redemption fund or 
depreciation fund; but whereas the latter accounts invariably show 
credit balances set aside out of profits, a sinking fund shows a debit 
balance representing an aggregation of specific asset values. 

(b) A Reserve Fund is an amount set aside from time to time out 
of profits (by a charge to revenue and credit to reserve) with or with- 
out a distinct object in view, and in the latter case available for any ul- 
terior purpose, such as equalization of dividends, meeting of exceptional 
losses, etc. ; but if to provide for any definite and anticipated contin- 
gency it is generally more specifically styled, as, for example, '* reserve 
for bad debts, reserve for discounts," etc., and is in such cases usually 
alluded to as a '^ reserve account.'* Whereas in the cases of sinking and 
contingent funds, specific and available asset values are represented, a 
reserve fund simply represents in part the surplus of aggregate assets 
over aggregate liabilities. 
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(c) A Redemption Fund is an amount set aside out of profits in 
yearly or other periodical installments (by a charge to revenue and a 
credit to redemption fund) which by the time a certain funded debt or 
other obligation matures will equal the principal sum thereof and pro- 
vide an accumulated surplus for its redemption. It is practically the 
payment of a time loan out of revenue, by charging a proportion of said 
loan against the profits of each year over which it extends, and expresses 
the amount of surplus as and when set aside for such purpose in a sep- 
arate account as "Bond Redemption Account," "First Mortgage Re- 
demption Account," etc. This account is similar in character to a re- 
serve fund, inasmuch as it represents undivided profits without regard 
to any specific asset values and appears as a credit account in the ledger. 
In all such accounts the sinking fund principle is understood to compre- 
hend all available assets (whether constituting special investments or 
otherwise), which contribute to the general surplus of which this ac- 
count represents the amount set aside and accumulated for redemption 
of the debt provided for. 

(d) A Depreciation Fund is an amount set aside out of profits (by 
a charge to revenue and credit to depreciation) requisite to offset the 
decreased value of plant, machinery, and other properties, occasioned by 
wear-and-tear and other causes. Against this fund is charged the cost 
of such properties as become extinct as well as partial decrease in value 
as determined or estimated. Depreciation is frequently provided for by 
a direct credit to the property accounts as against the charge to revenue, 
which process is technically termed "writing down assets" as the an- 
tithesis to the expression "writing up assets," which latter implies in- 
creasing their book value without actual addition thereto ; as in the case 
of rising value in land due to local development being taken avail of 
upon the books as an offset to extraordinary shrinkages and losses in 
other directions. 

(e) A Contingent Fund is formed by setting aside either a stated 
sum, a portion of the general receipts, or such receipts as are not spe- 
cially applicable to or held for other purposes. The object of such fund 
is to provide for the payment of incidental expenses not anticipated in 

a budget nor provided for by other funds similarly set aside. It is used 
with reference to local government institutions as well as to charitable 



ao THEORY OP ACCOUNTS. 



and social organizations, and inasmuch as it is an actual accumulation 
of funds and appears as an asset or debtor account upon the books it 
resembles a sinking fund. The term *' contingent fund^'^when used 
(as it often is) in place of ** reserve f und,'* is a technical error, occa- 
sioned by a careless and indiscriminate use of terms and the absence of 
a due sense of that accuracy of expression and careful discrimination in 
the nomenclature of accountancy which should characterise the work of 
a professional accountant. 

(f ) An Investment Fund is an amount set aside out of profits (by 
a charge to revenue and credit to investment) for the purchase of secu- 
rities that can be quickly realized upon in times of monetary stringency, 
when the ordinary resources of the business may become tied up in slow 
assets and the liabilities at the same time be quick and urgent. There 
are two methods of treating with this fund upon the books ; one method 
is for the investment fund to appear among the liabilities as a reserve 
account, and the corresponding securities purchased therewith to appear 
among the assets ; the other method is to charge the securities pur- 
chased out of said fund to the fund itself, and show upon the balance 
sheet among the liabilities only the balance of the fund remaining un- 
invested, in which case the fund forms the subject of a separate state- 
ment accompanying the balance sheet and revenue account. 

Q. 14. Define the following : 

(a) Stock. 

(b) Capital. 

(c) Surplus. 

(d) Deficiency. 

(e) Capital Stock. 

(f ) Preferred Stock. 

(g) Common Stock, 
(h) Share Capital, 
(i) L<»an Capital. 

A. 14. (a) The term "Stock** without further qualification is 
frequently used as the heading of the capital account of a single propri- 
etor or partners in a firm ; also the goods or merchandise dealt in by a 
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business, the expression '^taking' stock'' having* reference to the act of 
inspecting and making inventory of the wares unsold at the end of a 
fiscal period. The capital stock of a corporation is frequently spoken of 
simply as ''stock/' and the brokers dealing therein are known as stock 
brokers. 

(b) The term ''Capital" without further qualification signifies the 
principal invested or remaining in a business, and is a more acceptable 
title to the account of a proprietor's interest in a business than "stock," 
which in this application is becoming obsolete. The capital stock of a 
corporation is frequently spoken of in the aggregate simply as " capi- 
tal," and the amount to which it is limited by the certificate of incorpo- 
ration is known as the "authorized capital," as distinct from "paid 
in capital " the amount actually issued. 

(c) The term " Surplus" without further qualification signifies the 
remaining assets or funds of any business or estate after all claims, lia- 
bilities and obligations have been provided for. It is sometimes specific- 
ally qualified, as surplus assets, surplus cash, surplus income, in which 
cases its significance is accordingly limited. 

(d) The term " Deficiency " without further qualification signifies 
the insufficiency of the assets or f tmds of a business or estate to meet, 
discharge or satisfy its claims, liabilities or obligations. 

(e) The term "Capital Stock" signifies the amount for which z 
company or corporation is authorized to issue its share certificates for 
value received from subscribers thereto ; the aggregate par value of the 
certificates issued ; the liability to stockholders by virtue of said certifi- 
cates ; the certificates themselves. 

(f; Preferred Stock is a form of capital stock, vesting in the hold- 
ers thereof prior rights to the assets in the event of liquidation and in- 
suring to them a stated dividend in preference to the holders of common 
stock, and frequently including other provisions which are the subjects 
of special contracts. 

(g) Common Stock is the general form of capital stock, vesting in 
the holders thereof the usual proprietary rights in the assets, earnings 
and voting privileges commonly implied, without any special form of 
contract beyond the bare acknowledgement of the amount subscribed. 
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(h) Share Capital is a general term applied to both preferred and 
common stock, conveying the idea of proprietary interest in the busi- 
ness with its attendant liability, as distinct from loan capital. 

(i) Loan Capital is a general term applied to capital borrowed by a 
company or corporation upon its bonds secured by mortgage upon its 
properties, but conveying to the obligees no proprietary rights or voting 
privileges in the management of its affairs. 

Q. 15. Describe the nature of the following accounts : 

(a) Merchandise. 

(b) Construction. 

(c) Consignment. 

(d) Joint. 

(e) Subscription. 

(f) Expense. 

(g) Maintenance, 
(h) Venture. 

(i) Suspense, 
(j) Dividend. 

A. 15. (a) Merchandise is the title of an account almost univer- 
sally met with in the books of concerns engaged in the buying and sell* 
ing of commodities and deals with the subjects of purchases, sales, re- 
turns, allowances and other offsets, also with freights, duties, and some- 
times labor of manufacturing; and being charged and credited with the 
inventories at its opening and close respectively, embraces in one running 
account the transactions mainly contributing to a trading account. As 
it is necessary to analyze a merchandise account into its different ele- 
ments just enumerated before a clear and summarized statement of the 
transactions it includes may be adequately expressed, the merchandise 
account as first described is open to well-grounded objections ; therefore 
in advanced systems of accounting it is giving place to a group of sepa- 
rate accounts each dealing with but one of its principal elements, and 
which when ultimately assembled constitute a general trading account 
in summarized form. 
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(b) Construction is either the title of an account or a g^eneral term 
applied to a series of accounts dealing' with cost of building' and equip- 
ping railroads, canals, ships, buildings or other public or private works 
and recording the value thereof when completed. 

(c) A Consignment Account is an account opened by a merchant 
who is the consignee, for recording the sales, charges and commissions 
incidental to the disposition of goods belonging to and received from 
another merchant who is the consignor, and for whose account and risk 
the goods are received and sold. The corresponding account on the 
books of the consignor is called a ^ ^shipment account", but is sometimes 
alluded to as ^^consigment outward** in which case the consignment 
account proper on the books of the consignee is distinguished by the 
term ^'consignment inward'*. The statement which the consignee 
renders to the consignor upon remitting the proceeds or transferring the 
same to the consignor's account current is called an ' 'account sales'*. 

(d) A Joint Account records the transactions of some particular 
enterprise of a temporary nature where several parties combine in con- 
tributing requisite capital and services, and share in the profits or losses* 
Where the enterprise is of a commercial nature involving shipments and 
consignments {on joint account) between the parties concerned, it is 
termed a *^oint venture" or "joint adventure". 

(e) Subscription Account is a general term for all accounts record- 
ing the written pledges of a number of parties underwriting to a scheme 
in which they agree to contribute or at the time do contribute money or 
other value in consideration for something received or to be received. 
It is used in corporations with respect to the capital stock, in publishing 
houses with respect to the sale of special literary productions, and appears 
in many forms of business in respect of various enterprises. 

(f ) Expense is either the title of an account or a general term ap- 
plied to a series of accounts for recording the expenditures incidental to 
the management of a business or enterprise, for which no permanent, 
subsequently convertible, or substantial value is received, as for instance 
rent, insurance, clerk hire, etc. 

(g) Maintenance is either the title of an account, or the term ap- 
plied to a series of accounts for recording the cost of repairing, renewing 
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replacing, and in a general way keeping up the efficiency and service* 
ability of fixed assets. 

(h) Venture Account, or, as it is sometimes termed, * ^adventure 
account'', is a title frequently applied to specific shipments on consign- 
ment when made the subject of separate accounts. If at the risk and 
on behalf of the shipper as co-partner with others, the account is called 
a *^oint venture*' and is a form of joint account. 

(i) Suspense is the title of an account opened for the purpose of 
posting thereto such items concerning which the exact nature or ultimate 
treatment is not known at the time the entries are made, by reason of 
dispute pending settlement, claims in litigation, or other causes which 
may render it inexpedient to definitely construe the premises, or commit 
such construction until further developments or adjudication by the 
courts. The same title is frequently given to bad debts account, to 
which is carried the balances of customers' accounts concerning which 
hope of collection is in suspense or has been abandoned, and which it is 
advisable to remove from the active accounts in the ledger. 

(j) Dividend is the title of an account on the books of a corporation 
to which is credited each dividend as declared, and against which is 
charged the payments thereof as made. Where the stockholders are 
numerous it is customary to open an account for each dividend, so that 
the amount owing upon each dividend remaining unpaid after subsequent 
dividends have been declared, will appear separately stated and each 
dividend will be separately liquidated. 
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Q. 1. Jones & Robinson, merchants, are unable to meet their obliga- 
tions. From their books and the testimony of the insolvent debtors the 
following statement of their condition is ascertained : 

Cash on hand, $ 5,500 00 

Debtors: $1,000 good; $600 doubtful, but estimated to produce $200; 

$1^000 bad, 2,600 00 

Property, estimated to produce $9,000, 14,000 00 

Bills receivable, good, 4,250 00 

Other securities : $3,000 pledged with partially secured creditors ; re- 
mainder held by fully secured creditors, • 28,000 00 

Jones, drawings, 9,000 00 

Robinson, drawings, 8,400 00 

Sundry losses, 13,500 00 

Trade expenses, 7,400 00 

Creditors, unsecured 25,000 00 

Creditors, partially secured 23,900 00 

Creditors, fully secured, 17,000 00 

Preferential claims; wages, salaries and taxes, • • • • • 700 00 

Jones, capital, • . 10,000 00 

Robinson, capital, 16,050 00 

Prepare a statement of affairs, showing* the liabilities and the assets 
with respect to their realis^ation and liquidation ; also a deficiency ac- 
count showing such of the above stated particulars as would account for 
the deficiency shown bj the statement of affairs. 
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^ Q. 2. A, B and C enter into partnership January 1, 1895. A contri« 
butes $8,500, B $5,500, and C $4,500. The profits and losses are to be 
divided in the same proportion. December 31, 1895, the partners agree 
that before dividing profits and losses there shall be charged as an ex- 
-pense of the business and placed to their individual credit, salaries as 
follows : A $800, B $700, C $600. 

December 31, 1895, the trial balance of their books showed the 
following : 



Capital, A, • • • 

Capital, B, . . . 

Capital, C, 

Cash on hand and in bank, 

Stock, January 1, 1896, 

Purchaaea, 

Sales. .... 



Plant and fixtttres, 

Book acconnts receivable, indnding' oonaignmentat 

Consi^menta, 

Trade Creditors, 

I^oan account, . 

JLoan interest, 

oaiaries, ••.••..•. 

Wages, 

Trading expenses, 

Interest and discount, 

IXMses on exchange, • • 

Commissions, ..••••.. 
Drawings, A, (includes $800, salary allowance) 
Drawings, B, (includes $700, salary allowance) 
Drawings C, (includes $600, salary allowance) 



$1,900 
11,550 
51,666 

2,068 
20,745 



1,25700 

2,02500 

1,05265 

1,273 

2,108 



48 
00 
70 

92 

83 



45 
00 



2.750 
2,345 
1.970 



$102,714 



25 
65 
43 



36 



$8,500 



00 



5,50000 



4,500 



25,650 



33,822 

14,855 

6,250 

125 



00 



80 



7$ 
66 
00 
00 



3,510 



$10^,714 



20 



36 



Their inventory of stock on hand December 31, 1895^ amounted to 
$11,337.50. Unexpired insurance premiums $91. December 31, 1895, 
$300 was paid for January (18%) rent in advance. 

Prepare a trading account (cost as against proceeds), a profit and 
loss account and a balance sheet, also partners' capital accounts as of 
December 31, 1895, allowing 6 per cent, interest on capital and reserv- 
ing 2}i per cent, for losses on consignments. 
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Q. 3. A buys a gis business at receiver *s sale, taking' over the entire 
plant, subject to a bonded indebtedness of $9,500. A sells the same to 
the B Gas Company, incorporated under the laws of the State of New 
York for the purpose of acquiring* this property from him, and having 
an authorized capital of $30,000, divided into 300 shares of $100 each. 
C, D and E subscribe each for one share of the capital istock of the com- 
pany, and the company purchases the property from A for 297 shares 
and assumes the bonded indebtedness stated. 

On making* and appraising an inventory of the property for the 
purpose of distribution to proper suxounts, the following conservative 
values, exclusive of good will, franchise, rights, etc., are ascertained : 

I^and, 92,000 00 

Buklings, 6,000 00 

Coal-g^as plant, machinery and fittings, 3,800 00 

Water-gas plant, machinery and fittings, • 6,000 00 

Mains, 27,000 00* 

Meters, 1,200.00 

SnppUes 1,500 00' 

Offiee fnmitnre and fixtures, ..*•••••• 300 00 

Batkdrj other items, • 1,200 Ct^ 

$49,000 00 

Frame the necessary entries to open the company^s books and show 
the capital stock and fixed assets on the face of the ledger. Prepare a 
balance sheet. 
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BAliANCE 8HBET OF THE ''B*' OA8 COMPAMT. 
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Q. 4. Three partners invest capital as follows: A, $100,000; B, 
$60,000; C, $40,000. On this basis of capital investment which is to 
remain intactj thej share profits and losses in the proportion of A, 
47>^ ^, B, 2*7% ^, C, 25 ^, in addition to specified salaries. 

At the end of the year the partnership terminates with a loss of 
$10,000, which includes the salaries drawn by the partners. It appears 
that C had drawn ag'ainst prospective profits to the amount of $5,OqO, 
and thereby impaired his capital investment by said amount. They 
discontinue business and proceed to liquidate and distribute the surplus 
assets monthly as realized. C engages in other business, leaving A and 
B to attend to the realization and liquidation of the firm's affairs. A 
and B jointly are to charge C 5 }f f or collecting and paying to him his 
share in the surplus assets. 

The amounts collected monthly, less liabilities liquidated and ex- 
penses and losses on realization (exclusive of the 5 )^ collection charged 
to C, the amount of which is to be equally divided between A and B) are 
as follows: 

First month, $20,250.50 

Second month, 30,490,75 

Third month 60,890^ 

Fourth month *. . . . 58,725.10 

Fifth month, 6,717.68 

I^aat month, 4,425.72 

$181,500.00 



Prepare partners' accounts showing the amounts payable monthly 
to each without prejudice to the rights or individual interests of the 
others. 
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Q« 5. On January 15, 18%, A of New York sent to B of London, 
account sales showing net proceeds due February 15, 18%, $17,500, and 
remitted 60 day sight exchange at f4.82 for balance of account. 

A had, on November 15, 1895, invested $5,000 in a demand draft, 
exchange at $4.85, which he remitted to B, and on December 15, 1895, 
he had further remitted to B a 30 day date draft for ;^1759, 16s. 8d., 
exchange at $4.83, drawn on C. of London, who owed A $9000 on 
open account. Interest to be calculated at 6fi (360 day basis), London 
date 12 days subsequent to New York date. 

Prepare account current as rendered by A. to B ; also the accounts 
of B and C as they appear in A's ledgfer. 

A. S. •* B " of London, in account current with *'A " o/ New York, (Form /.) 



1896. 



CR. 



Jan. 16. By Net Prooeeds, aa per aoooont salea rendered, dae Feb. IS, 18M 
Dedaot 81 daya Interest 9 6)( Jan. 15, to Feb. IS. 18M, 

CaahJan. 1S,18M 



|17;W0.00 
90.49 



$17,400.66 



1895. 



DR. 



Not. 15, To Remittanoe, Demand Draft, 

Intereet Noy. IS, "06 to Jan. IS, 06, 61 days 9 W 
Deo. IS, '* ** 00 days date. Draft on C, London, 

1806. Interest Deo. IS, *05 to Jan. 16, «00, 81 days ^6]t 

Jan. IS. *' ** 60 days Bight, Draft to balanoe 



£1080 18A & H» $6,000.00 

60.88 
17S0 16/8 & 4.88 8.600.00 

48.08 

701 0/9® 4.88 8,814.88 



B. A O. B. 



4/5 



$17,409.68 



New York, ISth Jannary, 1896. 

(Signed) A 

Kote Bemittanoe, Nor. 16, *96, due In London, Hoy, 87, *06 

Deals, "OS *• " " Jan. 14-17, ^98 

" Jan.l6,*96 Mar.SMl,*96 

AboYe ealeolatlona of interest are aooordlng to onstom«bat exceed legal rate under laws of the 
State of New York, which lam per calendar month. 
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Q. S. A, B, and C agree to pttrchaae and aell cofFee for their joint 
account. 

They purchase 3,000 bags of coffee for $58,500, and one month 
thereafter sell the same at 16 cents per lb., (say 130 lbs. to the bag). 
The warehouse charges, labor, cartage, weighing, brokerage, etc, 
amuont to $600. 

A contribiites cash, 120,000.00 

B contribiites note at 4 months, .... $19,000.00 

Diacotmt at 6j< on same, ? 7 

C oontribntes caah, $18,900.00 

C contribntea note at 3 months, .... 2,500.00 

Discotmt at 6jJ on same, ? ? 

$59,962.50 

It was arranged that each should contribute equally to the requisite 
purchase money, in default of which, interest at 6^ per annum for the 
month covering the transaction was to be calculated between them, to 
equalize their respective contributions. 

Prepare an account of the venture, also separate accounts of A, B 
and C, showing the share of each in the final net proceeds. 



A^t^—Camiimtud. VENTURB, «,000 BAGS C0FF8B FOR AOOOUin' OF A., B AND C. 



To Porobsae 8,000 Bags Coffee 
** WsrehooseCharires. Labor. 

Csrtace, Wei^hliig, Bro- 

kersce, etc. 
'* Interen 1 month ^t% on. 

1600 a/o A. 
*' Interest 1 month ]t on 

fl,80afi0 s/o C. 



'* A one-third share 

of profit, , . $1,007.63 
*' B one-third share 

of profit, . . $1,00768 
'' C one third share 

of profit, . . $1,097.68 



$68,800 


1 

00 
1 






800 


00 






7 



50 
81 
81 






69,111 


8,8tt 


50 
40 


) 




88.404 



37 Proceeds 8,000 Bags Coffee. 

800.000 lbH.(d 180. lb. 
** Interest 1 month ^t%oa 
IBSOs/oB. 



4 10 



8S,404 



88.404 



40 



40 



*'A" ACCOUNT. Venture, 8,000 Bags Coffee. 



To Balance, carried down. 



$81,100 



81,100 



08 



08 



»k 



ByCaah a/oMInterest, 
$10,600, 
Interest, 1 mouthy 8j{, on 

Oiis^Surd Share of Profit, 



By Balanoe. bronght down. 



$80,000 00 

860 

1,00768 



81,100 



81,100 



08 
08 
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'CmUmtti, **•** Aooocmr. 


▼•■Inra, 


iLflMBiii OoAm. 










To Intvcit, 1 BMMtk f )t OD 
»• |lalaiiM,Mfifaddowa. 


$4 

19,718 


40 
IS 








t5?5 




19,T1T 


u 




1»,717 


Bt 








19.7IS 


is 



•»OM 



C** AOOOUNT. Teirtva, 1,000 Bm* OoffM. 



To Balaootti oanrlad dowB, 




»r 



Mote A Si 
Dnoeo^S 



H^MOjOQ, 
, t740. 
IMODJ 

""Ono-Thiidflharaot Prodi, 



By Balanoe, btomrht down. 
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• Q. 1. Give a brief outline of the duties of an auditor, 

and of his responsibilities. 

A* !• In the absenc ^ o . ai^y legal or !>f ecific definement, the duties 
as well as the responsibilities of an auditor must be regarded from purely 
ideal and moral standpoints, and are accordingly subject to a wide range 
of variations corresponding to the many purposes of audit and the cir- 
cumstances which contribute to its making. However, to the extent 
that interests demand, occasions afford or stipulations are made, it is the 
auditor's duty to conscientiously employ every faculty and exercise every 
precaution in protecting* the honest rights of his clients, to arrive at the 
true facts and results disclosed by his examination of the accounts he is 
employed to audit and to report thereon impartially respecting all 
essential particulars. 

The principal duties which an auditor is called upon to perform 
may be summarized as follows : 

To review the accounts of business institutions for the purpose of 
detecting error, mismanagement, or fraud, or of passing upon and de- 
termining* their accuracy. 

To insure a proper compliance with the terms of partnership agree- 
ments, corporate powers, regulations and resolutions, and guard against 
the illegal declarations of dividends, over-issue of capital stock, inflation 
of assets, or other violations of recognized business principles. 
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To inspect all Touchersi contracts and other collateral evidence 
bearing upon the accounts, as well as securities, notes, deeds and other 
evidences in support of the assets appearing' upon the balance sheet. 

To prepare the balance sheet and the revenue account at the close 
of each fiscal period, showing thereon suitable provision for contingent 
losses, reserves, sinking funds, etc. 

To certify to the correctness of the balance sheet. An auditor is 
responsible for the accuracy of his figures and statements according to 
the impressions conveyed by his certificate or report, and when means of 
verification are not afforded him and he accepts another's figures, he 
should be punctilious in giving full prominence to such fact. 

An auditor is professionally culpable if he fails to detect a radical 
error or fraud, (through ^'taking for granted" what was susceptible of 
proof, in his desire to curtail his work for a fixed fee, or yielding to im- 
portunities designedly or mayhap innocently made), unless it has been 
expressly stipulated that the portion of the work in which the error 

occurred was without the scope of his investigation. 

Q. 2. Explain the principal points to which an auditor 
should direct his attention in conducting the audit of the 
accounts of an incorporated company. 

A. 2. In conducting the audit of the accounts of an incorporated 
company, the auditor, whether engaged at the instance of the directors 
or general stockholders, is in reality entrusted with the interests of the 
latter, and should direct his investigation with the view of guarding 
their interests paramoimt to every other consideration, and while the 
officers and directors may seek to conceal from him or give plausible 
complexion to certain premises or points of policy respecting their ad- 
ministration, it is his duty to exercise the utmost tact and persistency in 
discovering their true inwardness and importance. As he is ultimately 
required to certify to the correctness of the profit and loss account and 
the balance sheet, and thereby is responsible for their accuracy, he should 
thoroughly satisfy himself on the following points : 

That anything properly chargeable to revenue has not been capital- 
ized. 

That profit and loss account is charged with adequate depreciation 
on properties subject thereto, with due proportion of any balance for 
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organisatioii ezpenaes, expiring' patent rights, good- will, etc., with 
proper provision for bad debts, discounts and similar contingencies, and 
with accruing liabilities such as rent, taxes, wages, etc., as to the 
portion accrued at the date of closing the accounts. 

That the stock-in-trade has been inventoried at cost, and the full 
details are written and signed bj the parties who actually took stock. 

That the values of fixed assets, good-will, patent rights, invest- 
ments, and book debts are fairly stated, and that all liabilities are 
included on the balance sheet. 

In general, as to the profit and loss accoimt, that the profit, if any, 
has been fairly earned, and as to the balance sheet, that the assets are 
not over-estimated and the liabilities are all stated. 

Finally, that proper minutes have been kept of the proceedings of 
the directors' and stockholders' meetings, containing proper resolutions 
for all transactions calling therefor, that the record of stock issue and 
transfer is in order, and that all acts of the company have been ^Hntra 



vires". 



Q. 3. If the actual cash on hand at the date of the bal- 
ance sheet had not been verified by the auditor on the day of 
balancing, what method should be employed to prove its 
correctness before signing the accounts? 

A. 3. The auditor should verify the actual cash on hand at the 
date he enters upon the audit, by agreeing the cash book balance with 
the cash in the possession of the cashier and the balance in bank as 
shown by the cheque books, the latter to be reconciled with the bank 
pass book as soon as written up. Then tracing backwards, all interim 
receipts and payments between the date of balancing the cash and the 
former date of closing the accounts should be checked and verified, 
keeping under separate control the transactions in the several bank ac^ 
counts and the receipts and payments of currency or petty cash, which, 
if f oimd correct in detail, will result in an accurate determining of the 
cash balance at the date of the balance sheet, in hand and in bank, the 
latter further confirmed by the cheque book balances of even date there- 
with. 

Taking, for instance, any one of the bank accounts and after ascer- 
taining that all deposits and cheques have been entered in the cash book 
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at the date of entering- upon the audit and the balance remaining' in the 
bank proven by the pass book and uncleared vouchers, if from that 
balance there be deducted all deposits entered in the cash book sub- 
sequent to the date of the balance sheet, and added thereto all cheques 
drawn and entered in the cash book subsequent to the date of the balance 
sheet, the resultant amount will be the balance in said bank at the date 
of the balance sheet, and form one of the component parts of the general 
cash balance stated thereon. 

Q. 4. In an audit where an exhaustive detailed examin- 
ation of the books is not stipulated, or not practicable^ what 
examination is essential to insure their general correctness? 

A. 4. An audit uncLer limitations may imply any degree of thorough-^ 
ness from an exhaustive examination of every detail to a mere cursory 
review of generalities, the object of each particular audit and the oppor- 
tunities afforded in each case governing the extent to which it may be 
carried. 

However, to insure the general correctness of the accoimts, the 
footings of all the books of original entry should be verified, journal 
entries of an exceptional character scrutinized, and the postings to all 
nominal, representative and special accoimts, both as to aggregate 
amounts and separate items, should be checked. An audit, to be at all 
effective, should also include the examination of vouchers for all cash 
payments and the verification of the final cash balance. 

While such an audit is distingttished by the omission to check the 
postings to the individual customers' and creditors* accounts throughout, 
it is practicable where advanced systems of bookkeeping are employed 
to agree them in the aggregate, and it is advisable in any event to call 
over a few of the postings to the individual accounts covering a day here 
and there, and in like manner to examine invoices for purchases, and 
check extensions for a partial test of their accuracy. 

Q. 5. What means should be employed to detect the 
wilful omission to enter in the books under audit, sales made 
or cash received? 

A. 5. Considering the question from an extreme standpoint and 
assuming the utter absence of any record, direct or indirect, of sales 
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made or cash received, and that the same relate to transactions with 
customers having* accounts upon the books, the most effective way to de- 
tect default in making the entries is for the auditor, personally, to send 
to all customers statements of account, asking to be notified at his own 
address in case of any error or irregularity. By reason of the expense 
incurred by this expedient, it is seldom resorted to except when suspicion 
has been aroused that such wilful omission was being practiced, although 
the effectiveness and value of this measure should recommend it to more 
general employment* 

In the case of cash sales being unaccounted for and necessarily in- 
volving the simultaneous omission of the cash receipts therefor, the 
detection of any specific incident would rest entirely upon accidental 
discovery or the effectiveness of the internal check employed, and would 
not fall within the range of the auditor's observation* The general 
effect, however, of systematic and extended peculations would become 
manifest in the trading accoimt where the gross profits bore a uniform 
percentage to the prime cost and their failure to reach such percentage 
would indicate either a failure to record proceeds or the stealing of goods 
out of stock, to which latter the appropriation of cash sales is equivalent. 

In concerns where settlements with customers are of a complicated 
nature, involving sales, returns, payments on accoimt, discoimt adjust- 
ments, and the settlement slips being receipted and returned, a review of 
the particulars would involve figuring and reference to correspondence to 
an extent that would preclude the probability of subsequent inquiry; by 
fraudulently entering the cash for less than the actual receipts and in- 
creasing the discount accordingly, not only will the customer's account 
liquidate but the proceeds of cash sales may be appropriated and still 
duly appear entered in the cash book without disturbing the cash balance 
called for. 

Again, where receipts from customers are appropriated and their 
accounts subsequently credited upon receipts from other customers whose 
accounts are in turn held open after payment, until the extent, of the 
embezzlement causes numerous accounts to remain open after actual 
settlement, it is frequently necessary to procure copies of the deposit 
slips from the banks wherein the moneys have been lodged, in order to 
trace the correct amounts of the cheques received from customers, and 
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prove the falaitj of the cash book entries and particulars of the deposits 
in the cheque book where the same have been itemised to give apparent 
support to the amounts falsely substituted. 

Q. 6. State what should be required of a company or 
firm by one who Is to make an audit of its books. 

A. 6. There are two conditions imder which audits may be con- 
ducted, either secretly or unexpectedly, without any warning' to the 
bookkeepers or other employees as to the time and scope of the audit, or 
at the close of a fiscal period after a previous announcement that it was 
to take place. 

An audit under the circumstances first mentioned, being mainly for 
the purpose of detecting irregularities among the employees, it is obvious 
that no intimation of what is to take place should precede the auditor's 
visit, and he therefore enters upon his work taking the accounts in what- 
ever condition he may find them and relying entirely upon his own 
methods and penetration to get upon the right track of inquiry. 

A formal audit under the second conditions usually has for its 
object the complete review of all transactions and the investigation of 
all values, preparatory to certifying to the profit and loss account and 
balance sheet, and being strictly a review it calls for the completion 
beforehand of the work to be reviewed, and renders it proper for the 
auditor to require such matters to be in readiness and such facilities 
available as will aid him in the prompt and expeditious performance of 
his duty, viz : 

All footings in the books of original entry should be confirmed in 
ink, all postings to the ledger made, and a trial balance taken off and 
agreed. 

All vouchers for payments should be arranged in order and avail- 
able, also all requisite or available dockets confirmatory of purchases, 
sales, rettuns or other entries susceptible of collateral proof, together 
with stock sheets giving full particulars of quantities and prices, duly 
signed by the persons who prepared them. 

All deeds, mortgages, bonds, bills receivable, and all other secur- 
ities and pledges should be simultaneously produced, with a list thereof 
in agreement with the values appearing in the ledger. 
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The cash book should be shut off at the close of the last day of the 
period under review and all cash remaining' on hand should be deposited 
in bank; or in case of this being omitted all vouchers for subsequent 
payments should be ready and in order. 

The auditor may further require other matters or facilities which 
the nature of the business or the circumstances of the audit render 
requisite. 

Q. 7. What evidence should be required as to the correct- 
ness of values of assets (other than customers' accounts) 
entered in the books? 

A. 7. In respect to some classes of assets, it would be necessary to 
first obtain evidence of their existence, as well as subsequently to deter- 
mine their values. 

As to stocks, bonds and similar properties, a personal inspection of 
the instruments themselves should be made and their values established 
by reference to published lists, or if unlisted, by sufficient evidence that 
the price paid or value for which they were taken was conservative 
and subject to no material shrinkage. 

As to lands and buildings, the title deeds of the property should be 
examined as well as the subsequent expenditure thereon, and as to plant, 
machinery, etc., actual inspection, and examination of the ledger ac- 
counts for same together with vouchers for the purchases thereof, should 
be made, care being exercised, as to both classes of property, that no inflat- 
ion of value by capitalization of purely revenue expenditure had occurred, 
and that sufficient outlay for maintenance and repairs and adequate 
depreciation had been charged to profit and loss. 

As to stock-in-trade, proper inventories, signed by the persons who 
took same, should be required, and the extensions and additions thereof 
carefully gone over; in any instance where radical changes in value of 
any class of goods from that shown in former inventories is manifest, the 
matter should receive prompt inquiry before being- passed. 

As to good-will, patent rights, franchises, etc., a critical inquiry 
into the degree in which they are actual and necessary assets or consti- 
tute out-and-out loading should be fearlessly and impartially made; and 
in either case clear expression of the fact should be given on the balance 
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sheet by their location either among* the actual assets or ranking' them 
against the capital and surplus. 

Q. 8. State what is necessary in auditing cash pay* 
ments, and how to prevent the reproduction and passing of 
vouchers a second time. 

A. 8. The examination of all vouchers which are produced as 
evidence of the genuineness and propriety of payments of debts and dis- 
bursements of cash is regarded as the fundamental and most essential 
part of an audit, and should be carried to the utmost possible extent, 
thereby including not only receipted invoices or separate receipts relating 

thereto, but a comparison of the same with monthly statements received 
and cheques returned by the bank, as well as the scrutiny of signatures 
and endorsements thereon. 

To prevent the reproduction and passing of vouchers a second time, 
the auditor should write the date of the voucher and his initials in plain 
bold characters across the face and through the material part of the 
voucher, in red or other colored ink, so as practically to deface the 
voucher and render it impossible for his audit mark to be overlooked, or 
removed without the erasure being apparent. 

In cases where vouchers are not produced, unless the items are of 
trivial amounts and obviously unquestionable in character, a list thereof 
should be made and their admissibility established by other evidence, or 
the auditor should make separate report thereon and refuse to assume 
any responsibility regarding them. 

Q. 9. State what examination should be made of the, 
receivable book accounts of a firm or company to ascertain 
what accounts, if any, should be written off as bad. 

A. 9. The receivable book accounts should be examined seriatim, 
and the following facts inquired into, viz: 

That the balances are composed of certain unsettled charges, or at 
least that differences allowed in former settlements which should have 
been written off, are not brought forward and included in the balances. 

That no old charges remain unsettled while those of more recent 
date in the same account have been collected. 
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That delay in the settlement of an account or anj items therein has 
not been protracted beyond the time specified by the terms of payment, 
or in the event of no specific terms, for so long a period as to render 
realization obviously doubtful. 

As a knowledge of the standing and credit of the debtor is an im- 
portant factor in judging whether the account be good or bad, it is* 
advisable for the auditor to require the assistance of some member of the 
firm or officer of the company familiar with the standing of the debtors 
and the status of their accounts to explain any idiosyncracy which the 
auditor may notice, and generally to aid him in determining upon their 
classification as to good, doubtful or bad accounts. 

Reference to correspondence, credit agency reports and outside 
inquiry into the connections and resources of the debtor will often prove 
helpful in determining the disposition of doubtful accounts, and can 
with advantage be suggested by the auditor in cases where the amount 
involved is too large to admit of other than careful and extended investi- 
gation. 

Q. 10. How may it be determined whether certain 
expenditures of a manufacturing business were of the nature 
of maintenance and repairs or constituted an actual better- 
ment of the plant ? State how in each case they should be 
dealt with in the balance sheet and in the profit and loss 
account. 

A. 10. All expenditure which accomplishes only the replacement 
of worn out plant or maintains it in its efficiency without in any way 
increasing its value beyond the original outlay or increasing its pro- 
ductive power beyond what it possessed when new is comprehended in 
the general term of '* maintenance and repairs", is properly chargeable 
to revenue and ranks against the income in the profit and loss account. 

All expenditure which to the full extent thereof increases the original 
value of the plant and adds to the fullest extent of efficiency it possessed 
or productiveness it was capable of before such expenditure was made, 
constitutes an actual betterment of the plant, is properly chargeable to 
capital, and appears as an asset upon the balance sheet, ranking as a 
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capital expenditure ag^ainst the capital receipts of a business corporation, 
or opposed to the general liabilities of a firm or individual. 

It frequently occurs that outlay for new plant involves both capital 
and revenue expenditure, as in the case of the purchase of new equip- 
ment coincidently with discarding old equipment, the old much in- 
ferior in original value to the new and yielding at sale little or no 
proceeds ; in such a case the capital expenditure is only to the extent 
of the actual betterment or the value of the new over the prime cost of 
the old, and (unless the value of the old has been entirely amortized by 
depreciation charged to the revenue of former years, admitting^ of the 
capitalization of the entire cost of the new without abatement), whatever 
value of the old still remains as an asset upon the books is either charge- 
able to revenue against the current year's income or distributable through- 
out several years according- to the original calculations respecting the 
life of the equipment discarded. 

Q. 11. In auditing the accounts of a business for the first 
time, what books should be produced? What would be the 
first duty of the auditor respecting these books? 

A. 11. In auditing the accounts of a business for the first time the 

m 

auditor should call for all the books of account and subsidiary books in 
any wise appertaining to the period under audit, and his first duty would 
be to make a list or inventory of said books, giving the particulars of 
their labels and numbers, the names l>y which they are designated, the 
period covered by the entries contained in them, the nature of said entries 
if not clearly indicated by the label or title given, and the names of the 
clerks respectively engag^ed in keeping them. 

There are times when this precaution is of the utmost importance, 
as it is thereafter impossible either to remove one book or produce 
another without the auditor's knowledge, such attempts simply affording 
a clue to the matter sought to be concealed. As an additional precaution 
the auditor should stamp or initial for identification every book that he 
handles and inventories, as well as all important papers he has occasion 
to examine in the course of his audit, thus enabling him at any subse- 
quent time to positively state whether or not any particular book or 
paper had been produced or withheld. 
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Q. 12. In auditing the accounts at the conclusion of the 
first fiscal year of a corporation formed to acquire an estab- 
lished business, what documents and records should be exam- 
ined in addition to the ordinary books and subjects of an 
audit? 

A. 12. In auditing* the accounts at the conclusion of the first fiscal 
year of a corporation formed to acquire an established business, the 
auditor should examine, in addition to the ordinary books and subjects 
of an audit, the documents and records appertaining to the initial pro- 
ceedings and transactions respecting the following matters: 

The certificate of incorporation should be perused to ascertain the 
date thereof, the authorized capital, and the character and scope of the 
business to be carried on. 

The contracts between the company and vendor, and the resolutions 
of the stockholders and directors appearing in the minute book relative 
thereto, should be read to determine and verify the amount of stock 
issued for property purchased, the basis of valuation upon which the 
property was taken over, the provision for working capital, and in 
general the quid pro quo governing the transactions with, and stock 
issued to, all parties identified with the promotion and formation of the 
company. 

The subscription list, stock certificate book, transfer book and share 
ledger should be examined from 'the first share subscribed or issued up 
to the date of the audit, and the certificates of original issue (as distinct 
from subsequent transfers) should be proven to be in accord with the 
opening entries of capital receipts in the financial books. 

The deeds or bills of sale of all realty or personalty taken over or 
acquired by the company and the detailed description thereof, together 
with any bonds or mortgages assumed or given thereon, and the minutes 
of the proceedings authorizing the transactions relative thereto, should 
be thoroughly investigated and full acquaintance therewith acquired by 
the auditor. 

Q. 13. To what extent should an auditor hold himself 
responsible for the correctness of 



56 AUDITING. 



(a) Inventories; 

(b) Pay Rolls; 

(c) Depreciations and Discounts? 

4 

A. 13. An auditor should hold himself responsible for the correct- 
ness of all facts and figures coming under his investigation to the extent 
that no error, oversight, or misrepresentation can be justlj attributed to 
any relaxation of vigilance on his part, and where circumstances do not 
admit of as deep penetration as would warrant him in unconditionally 
pronouncing any fact or figure as being correct, he should be explicit in 
stating to what extent he had relied on presumptive evidence, in order 
that his statements may not be misleading in implying a greater degree 
of responsibility or certainty than he felt justified in assuming or im- 
parting. 

(a) Inventories of stock-in-trade or other properties at times admit 
of a greater or lesser degree of proof respecting possession and basis of 
valuation, and the auditor should avail himself of every condition, cir- 
cumstance and opportunity to satisfy himself on these points ; however, 
he is frequently enabled to do no more than verify the figures by check- 
ing the extensions and footings, and fasten the responsibility in all other 
respects upon the parties preparing the inventories, by requiring them 
to sign or swear to the same. 

(b) Pay-rolls are also' susceptible of audit, concerning which an 
auditor may assume greater or less responsibility* conditioned upon the 
thoroughness of the system and the effectiveness of the internal check 
employed. The auditor should in every instance inquire into the partic- 
ulars of the time worked or work done, check the calculations and com- 
pare the totals of the pay-rolls with the cash book entries. He should 
further take critical notice of the system and procedure employed in 
determining and paying the wages and should call special attention to 
any weak points therein or opportunities for irregularities to which it 
may be exposed, and make such recommendations as will justify him in 
insuring greater safety and assuming fuller responsibility in subsequent 
audits. 

(c) The depreciation to which the various fixed properties of almost 
every class of business are subject have been repeatedly tabulated, 
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many concerns have ipone to considerable expense to arrive at the life of 
the particular properties which they possess. An auditor is therefore 
not destitute of resources in determining the adequacy or inadequacy of 
the depreciation recommended to his approval, and in the case of pro- 
nounced difference of opinion on this subject between an auditor and the 
directors of a company, it is incumbent upon him, if they remain obdurate, 
to bring the matter to the attention of the stockholders in his report, 
and qualify his certification of the balance sheet accordingly. In the 
case of firms or individuals, his responsibility extends no further than 
the bringing of the matter to their attention and advising them with 
respect thereto. 

Discounts received and paid may be approximately agreed (in the 
absence of a detailed checking of the settlements), by comparison with 
the total payments to creditors and receipts from customers, respectively, 
in the aggregate, and the average rate per cent, that obtains ; and some 
such verification of the discounts respecting settlements that have trans- 
pired, as well as corresponding provisions for discounts on outstanding 
receivable accounts, should receive the auditor's attention. 

Q. 14. In an audit stipulating for the examination of all 
vouchers of every description, what would be proper vouchers 
for the following: 

Purchases, Returned Purchases, 

Sales, Returned Sales, 

Cash Receipts, Cash Payments, 

Journal Entries? 

A. 14. The term 'Voucher'' in its restricted sense as employed in 
accountancy signifies any document received in acknowledgement of the 
payment of money, or the satisfaction of a claim, that may be offered 
and accepted as sufficient evidence of the correctness of the entry of 
such fact in the accounts, and that the same is in order. It must, there- 
fore, bear the signature, imprint or stamp of the payee, and show ^ 
evidence of execution by some one, other than the party offering it in 
evidence, and origination from some source other than himself. 

In a more comprehensive sense a voucher may be any document, 
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record or book entry, tliat by reason of its appearing* in chronological 
order or forming* a part of a complete sequence, may prove circum- 
stantially the correctness of some other entry or record made by the 
same person or in the accounts of the same business, and the act of 
vouching' may imply the examination of either or both kinds of evidence, 
the one being* the examination of receipts for cash payments, the other 
the tracing of sequence and confirmation thereof by means of the agree- 
ment between relative entries and records. 

The receipted invoices that vouch for the payment thereof also 
vouch for the purchases that have been settled for, the more recent pur- 
chases remaining unliquidated being vouched by the unpaid invoices 
remaining on file, in either case the invoices should bear the stamp, 
check or mark indicating that the goods have been actually received, 
and should be further supported by inward freight bills, duty and 
custom-house charges, and warehouse ledger, or stock ledger entries 
where the same exist. 

Return purchases may be vouched by credit memoranda received 
from the original vendors, confirmed by express or other transportation 
receipts, stock ledger entries and correspondence. The fact that the 
goods were first purchased should be established by reference to the 
original invoice and notation made thereon of such of the goods as 
were returned, with proper references to the books and pages on which 
the same were entered, both as to charge and cancellation. 

Sales may be vouched by order blanks, consecutively numbered and 
bearing the checks and initials of the delivery clerks and others through 
whose hands they pass in the regular routine, or where such do not 
exist, by press copies or carbon duplicates of the bills following regularly 
in bound books, tickets signed by the customers on delivery, bills of 
lading, warehouse or stock book records, etc. 

Return sales may be vouched by debit memoranda received from 
customers, correspondence, freight bills, stock ledger entries, and evi- 
dence that the goods were actually sold, by reference to the original 
bill with proper notations thereon of such of the goods as were received 
back and folio references to original credit and subsequent cancellation. 
Cash receipts may be vouched by stub or counterfoil of receipt book 
in any business where it is customary to g^ve a uniform receipt therefor. 
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by bank pass book entries, press copies of deposit slips, or any reliable 
class of docket that the nattire of the business may afford, in additon to 
the credit postings in the ledger. In checking the postings of cash 
receipts it is customary, to work from the ledger into the cash book, to 
prevent ledger credits of cash receipts omitted from the cash book bein^ 
checked by someone other than the auditor, who might thereby pass 
them over without detection. 

Cash payments may be vouched by receipted invoices, separate 
receipts, cheques and notes returned by the bank and bearing proper 
endorsements, pay-rolls properly attested, requisitions coming through 
proper channels, and similar kinds of evidence confirmatory of the cor- 
rectness of the amounts and propriety of the charges. 

Journal entries may be vouched by their own manifest propriety, or 
if of an exceptional character, by the written consent of the parties 
affected (contracts or other documents), the approval of competent 
oficials, resolutions, or special inquiry into the facts. 

Q. 15. On what basis should the following assets be 
valued in the preparation of a balance sheet: 

(a) Manufactured goods, 

(b) Partially manufactured goods, 

(c) Raw material, 

(d) Open book accounts receivable, 

(e) Stocks, bonds and other investments, 

(f) Bills receivable? 

A. 15. Any basis of valuation that fictitiously increases the assets 
in the balance sheet also fictitiously increases the profits in the revenue 
account, and any valuation of stock, whether raw material, partially 
manufactured, or in readiness for sale that exceeds the actual expendi- 
ture incidental to acquiring, retaining or bringing the same to its 
condition at the time (constituting the total outlay thereon), would 
restdt in anticipating profits depending upon future transactions. Like- 
wise, failing to include in the valuation indirect outlay, materially 
contributing to actual value of stock and essentially requisite to its 
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posaession, preaervation.and maniptilatioii, would result iu understatinif 
both its value and the profit for the period just ended. 

Raw material^ of a staple nature, maj command a broader market 
and be less subject to fluctuation in value than after manufacture into 
wares subject to the caprice of fashion or popular demand, which might 
without warning, become nearly worthless and require different treat- 
ment in valuation from what, as before stated, would normally obtain. 
These are considerations bearing upon particular and unusual circtun- 
stances, and vary so in an infinite variety of businesses as to preclude 
them from coming under any general rule, or the methods upon which 
values may be arrived at being specifically dealt with. 

In the absence of any extraordinary shrinkages in market value 
beyond recovery, it is a sound principle to carry the stock at its actual 
cost, and let the profits or losses be determined upon final sale or dis- 
position. 

(a) Manufactured goods should therefore be valued at the prime 
cost of raw material, plus the freight, duty, and similar charges, labor, 
and a percentage of the management expenses conservatively estimated 
to fairly represent the extent to which they drew upon the general facil- 
ities in the various processes through which they passed. 

(b) Partially manufactured goods, according to the extent that 
they approach completion, should be valued on the same basis as manu- 
factured goods. 

(c) Raw material should be valued at prime cost plus all subse- 
quent direct charges for freight, duty, handling, inspecting, etc. 

(d) Open book accounts receivable, should be valued at their ledger 
amounts, less sufficient reserve for customary discounts and estimated 
bad debts. 

(e) Stocks, bonds, and other investmtots, should be valued at cost 
unless obviously above market quotations, in which case they should be 
valued at market price. 

(f ) Bills Receivable should be valued at face amount if good, and 
if bad, at nothing. 
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Q. 1. Draw the following promissory notes and forms of 

indorsement : 

NOTBS. 

(a) Not negotiable ; 
Maker^ John Brown ; 
Payee, Walter Jones ; 
Amount, $1000.25 ; 
Time, Four months ; 

Place of payment, Bank of America. 

(b) Negotiable ; maker, payee, amount, time and place of 

payment as in (a). 

(c) Negotiable ; requiring no indorsement. 

INDORSEMENTS. 

(d) Indorsement by above payee, in blank. 

(e) Indorsement by above payee, to Robinson & Co. in 
* full and further negotiable. 

(f) Indorsement by Robinson & Co., relieving them from 

further liability. 

(g) Indorsement by Robinson & Co., to Henry Miller, not 

further negotiable. 
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A. 1. 



$1000M Nbw York, Dbcbmbbr 16, 18%. 

Four months after date I promise to pay to 

Wai«tbr Jonbs One thousand M Dollars, 

at the Bank of America. 

Value received. John Brown. 

(b) 



$1000M Nbw York, Dbc 16, 18%. 

Pour months after date, I promise to pay to the order of 

Waltbr Jonbs One Thousand M Dollars, 

at the Bank of America. 

Value received. John Brown. 

(c) 



$1000M Nbw York, Dbc. 16, 18%. 

Four months after date I promise to pay to 

Wai«tbr Jonbs or bearer One Thousand iVtr Dollars, 

at the Bank of America. 

Value received. John Brown. 

(d) Walter Jones. 

(e) Pay to the order of Robinson & Co. 

Walter Jones. 
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(f) Without recourse. 

Robinson & Co. 
(Note) An indorsement "without recourse" relieves the indorser 
from liability only with respect to the payment of the note. If the note 
or any prior indorsement is a forgery, if any of the parties to it are in- 
competent to make contracts, if the indorser's title is not good, or if the 
note has been given in violation of law and consequently is invalid, 
the indorser ** without recourse" is liable and the holder can proceed at 
once against him. 

(g) Pay to Henry Miller. 

Robinson & Co. 

Q. 2. When an indorsed promissory note is not paid at 
maturity ; 

(a) What course should the holder pursue in order to 
prove presentation ? 

(b) Against whom can the holder bring suit for recovery ? 

(c) Against whom can an indorser who has been com- 
pelled to pay this dishonored note bring suit for recovery ? 

(d) Under what circumstances is an indorser relieved 
from liability ? i 

(e) How may the holder be relieved from the necessity of 
protesting it for non-payment ? 

(f) What are the principal defenses that may be urged 
by the maker of a note in an action for non-payment? 

(g) What defense (good as against the payee or indorser 
who has knowledge thereof) will not relieve the maker from 
liability to a subsequent purchaser in good faith before 
maturity ? 

(h) How is the liability of indorsers aflFected by an agree- 
ment between the holder and the maker of the note to extend 
time of payment beyond maturity ? 
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A. 2. (a) The note should be immediatelj protested by a notary 
public, and a copy of the certificate of protest, and a notice of non-pay- 
ment, together with a description of the note should be sent at once to 
the maker and each of the indorsers. 

(b) The holder can bring suit for recovery, against the maker of 
the note or any indorser to whom has been sent due and timely notice of 
its dishonor, indorsers ** without recourse '* excepted. 

(c) An indorser who has been compelled to pay a dishonored note, 
can bring suit for recovery against the maker or any prior indorser who 
has received due notice of non-payment. 

(d) An indorser is relieved from liability, by indorsement *' with- 
out recourse," and by failure to receive due notice of non-payment 
through negligence on the part of the holder and transferees. 

(e) It is not necessary to protest a note for non-payment if it con- 
tains the words ''no protest," ''protest waived," or similar clause, or if 
it be expressly stipulated between the parties concerned that protest and 
notice of non-payment be waived ; such agreements are, however, usual- 
ly, in the body of the note, and all indorsers are bound thereby. 

(f ) The principal defenses that may be urged by the maker of a 
note in an action for non-payment, are, infancy, usury, alteration and 
forgery, want of consideration, and fraud or compulsion. 

(g) The defenses of want of consideration, and fraud or compulsion, 
are good only as between the maker and the payee, or an indorser with 
knowledge thereof, but a bona fide purchaser, before maturity of a note 
subject to such defence, can collect it from the maker. 

(h) If the holder receive money for granting an extension of the 
time of payment of a note, all the indorsers are forthwith discharged from 
liability, and the holder cannot sue them, if the maker does not pay. In 
the absence of a consideration, the failure to present the note for payment 
at maturity, would release the indorsers at that time. 

Q. 3. Draw the following bills of exchange and forms of 
indorsement and acceptance : 

DOMESTIC BILL, 
(a) Drawer, Smith & Jones, Boston ; 

Drawee, Brown & Robinson, New York ; 
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Amount, $500.50 ; 

Payee, Edward Hunt, New York. 

Time, 10 days sight. 

(b) Indorsement by payee, in blank. 

(c) Acceptance by drawee, payable at Bank of New York. 

FOREIGN BILL. 

(d) Drawer, J. M. Wilson, Son & Co., London ; 
Drawee, Flint, Heddy & Co., New York ; 
Amount, $9000.50 ; 

Payee, Marquand & Bro., Boston ; 
Time, 60 days date. 

(e) Indorsement by payee to in full. 

(f) Form of drawee's acceptance. 



A. 3. (a) 



$500M Boston, Mass. Dbcbmbbr 16, 18%. 

At ten days sight pay to the order of 

Edward Hunt Five Htmdred ^ Dollars, 

and charge to account of 



Smith & Jonbs. 



To Brown & Robinson, 
Nbw York. 



(b) Edward Hunt. 

(c) Accepted, Dec. 17, 18%, 
payable at Bank of New York« 
Brown & Robinson. 



\Ij 
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(d) 



$9000iVir London, Dec. 1, 18%. 

Sixty days after date of this first of exchange 

(second and third of same date and tenor unpaid), 

paj to the order of Marquand & Brc, of Boston, 

Nine Thousand A j Dollars 

and charge the same to account of 

J. M. Wii„soN, Son & Co. 

To Flint, Heddy & Co., 
Nev/ York, U. S. A. 



(e) Pay to the order of 

Marquand & Bro. 

(f) Accepted, Dec. 16, 1896. 

Flint, Heddy & Co. 

Note. Indorsements are written across the back of the Bill in black ink; 
Acceptances are written across the face of the Bill in red ink. 



The foreg-oing" bill is one of a set of three, the other two reading- respectively, 
"this second of exchang-e, (first and third of same date and tenor unpaid,)** 
" this third of exchange, (first and second of same date and tenor unpaid).*' In 
niany instances foreig'n bills are now made in duplicate only. 

Q. 4. If the drawee of a draft or bill of exchange refuses 
to accept the same ou presentation : 

(a) How is the due date of the draft or bill affected? 

(b) In what manner, if any, is he liable under the draft, 
or bill, if he has funds of the drawer or is indebted to the 
drawer? 

(c) On what grounds can the holder commence action? 

(d) How can a third party prevent the bill from becoming 
due at once, and what would be his position if obliged to pay 
the bill? 

A. 4. (a) If the drawee of a draft or bill refuses to accept the same on 
presentation, it becomes due at once, and the holder can immediately 
Jemand payment of the drawer. 
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(b) The drawee is not liable to the holder of a bill until he has 
accepted it, nor can the holder sue him for refusal to accept ; but the 
drawee is liable to the drawer if he refuses to accept when in possession 
of funds belong-ing" to the drawer, who can sue him for actual damag-es 
sustained. 

(c) A bill before its acceptance is a contract between the drawer 
and the payee, and if the drawee refuses to accept the bill, or having- 
accepted, defaults in payment, the payee by duly notifying- the drawer 
of the facts, can sustain an action to compel him to pay it. 

(d) When a bill is presented and the drawee refuses to accept it, a 

friend of the drawer may accept for his honor and so prevent the bill 

from immediately becoming- due. Such acceptance is called ** Accept- 
ance supra protest," and the acceptor being an accommodation acceptor, 

if required to pay the bill, could claim repayment from the drawer. 

Q. S. What is a Corporation^ and how does it diflEer 
from a joint stock company? 

A. 5. A coporation consists of one or more individuals, under a 
g-rant or privilcg-e that secures succession of members without chang^ing- 
the identity of the body which is described and legally regarded as one 
artificial person capable of transacting prescribed kinds of business the 
same as a natural person. 

A joint stoj!c company is of the nature of a partnership, but similar 
to a corporation in form, inasmuch as its capital stock is fixed in amount, 
divided into shares, and can be tTcinsferred, the business is conducted 
by officers, and the company is not dissolved by the death of a member 
or by sale or transfer of his stock. It is not, however, legally regarded 
as one artificial person and the members of such a company are indivi- 
dually liable as in a partnership. 

Q. 6. Describe briefly the following: 

(a) A sole corporation. 

(b) A corporation aggregate. 

(c) An eleemosynary corporation. 

(d) A public corporation. 

(e) A private corporation. 
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A. 6. (a) A sole corporation consists of a single individual who pos- 
sesses corporate powers. In this country we have no sole corporations, 
but in England the sovereign, the bishops of the established church, and 
some other functionaries, each constitute a sole corporation, because 
each office requires a direct succession from one holder to another in 
order that the property belonging to the office may remain in its posses- 
sion without administration by executors or administrators. 

(b) A corporation aggregate consists of several individuals tmited 
in one body and may be either religious or lay, the former sometimes 
called ecclesiastical, are those formed for the purpose of administering 
the property of churches and congregations, the latter includes all other 
corporations both eleemosynary and civil, civil corporations being further 
divided into public and private. 

(c) Eleemosynary corporations are those formed for charitable pur- 
poses, such as hospitals, asylums, and kindred institutions. The name 
is derived from eleemosyna, meaning ahns. 

(d) Public corporations are those created for the purpose of local 
government, and are given the power to legislate within certain limits 
subject to the control of the state legislature. Counties, cities and 
towns are public corporations possessing power to hold property and to 
sue and be sued in their corporate capacity, but differing in some respects 
from corporations as generally tmderstood, they are called quasi 
corporations. 

(e) Private corporations are those organized for private enterprise. 
Industrial corporations, engaged in the production, purchase, manu- 
facture and sale of staple commodities or patented articles, as well as 
banks, insurance companies, and railroads, doing business of a public 
nature are types of private corporations. 

Q. 7. Answer briefly : 

(a) How may corporations be created ? 

(b) What acts of a corporation are called ultra vires ? 

(c) What is a /ram: A/5^/ 

(d) Through whom does a corporation act in transacting 
its business ? 
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(e) By whom must all contracts, deeds, mortgages, leases 
and other instruments binding a corporation be signed, and 
whence do the signers derive their authority ? 

(f) Explain the manner of issuing and of transferring the 
capital stock of a corporation, and state the principal rights 
acquired by stockholders. 

(g) What is the limit of a stockholder's liability ? 
(h) How may a corporation be dissolved ? 

A. 7. (a) Corporations are created by the State, either by char- 
ter, which is an express act of the legislature, or under general statute, 
by compliance with general laws providing for the formation of corpo- 
rations, which laws, similar as far as the main provisions are con- 
cerned, have been enacted by the legislatures of most if not all of the 
states and territories. Public corporations, except in a few of the states, 
are created by charter, while private corporations are organized under 
general statutes. 

(b) Any act of a corporation beyond the power conferred upon it 
by its charter or the general law under which it was created is called 
^^ ultra vires.^^ 

(c) A franchise is a particular right, privilege or immunity, gen- 
erally exclusive in its nature, conferred by grant from a sovereign or a 
government, and vested in individuals or corporations. The franchise 
of a railroad is the right to operate its road and has a value separate 
and distinct from that of the plant or ordinary property, and in some 
instances the franchise of a corporation may not be sold except by con- 
sent of the conferring power. 

(d) Corporations act through their officers, (the president, secre- 
tary, treasurer and board of directors or trustees,) who are appointed or 
elected by the stockholders. A majority of the directors control, and the 
stockholders, beyond the power of electing the officers, usually have no 
further concern in the transactions of the corporate business. 

(e) The president must sign all contracts, deeds^ mortgages, leases, 
and other instruments binding the corporation, and often the signature 
of the secretary is required as well. The signers derive their authority 
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from the board of directors whose consent ;s expressed by resolution 
and vote. The seal of the corporation should be affixed. 

(f) The capital stock is divided into shares of specified value, and 
one or more certificates are issued to each stockholder, representing the 
number of shares of capital stock to which he is entitled. Shares of 
stock are personal property and may be sold and transferred, but in 
order that the transferee may acquire the privileges of a stockholder, 
the transfer must be made upon the books of the company. To do this 
the transferor executes a bill of sale and power of attorney authorizing 
the transfer for which a form is printed on the back of the certificate. 
The certificate thus indorsed is presented to the proper officer of the 
corporation who thereupon cancels it and preserves it for future refer- 
ence, and issues a new certificate for a like amount to the new holder of 
the stock, after making the proper transfer entries on the books. 

The principal rights of stockholders are as follows : 

To vote in person or by proxy at meetings held for the purpose of 
electing the officers, each stockholder having as many votes as he has 
shares, so that a holder or holders of the majority o^ the shares may 
elect all of the officers. 

To participate in the profits out of which dividends are declared 
and in the assets upon dissolution of the corporation, each stockholder 
participating in the proportion that the amount of his stock bears to the 
whole of the stock of the same class. 

A stockholder may obtain an injunction to restrain the president 
or directors from acting in a manner injurious to the corporation, and 
may hold tliein liable for bad faith in the use of its funds. 

(g) The stockholders of a corporation are usually not liable for the 
debts of the company beyond the amount of the stock held by them, 
and in the event of the corporation becoming bankrupt they lose only 
their investment by reason of the stock becoming worthless. The hold- 
ers of national bank stock are liable to double the amount of the face 
value of their stock and in case of the failure of the bank, each stock- 
holder, in addition to the loss of his stock, is to the amount of his stock 
personally liable for the corporate debts and may be assessed accord- 
ingly. In some of the states modifications have been made increasing 
the stockholders* liability, in particular cases, to an individual liability 
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for all the debts of the corporatioa ; but in general the liability is lim- 
ited to the loss of stock only, or to both the loss of stock and an addi- 
tional liability equal thereto. 

(h) Public corporations may be dissolved by the legislature. A 
private corporation may be dissolved by the expiration of the period 
limited in its charter, by consent of stockholders and surrender of fran- 
chise, by forfeiture of its franchise, (caused by wrong use, called ''mis- 
user," or by failure to use, called "non-user,") under a court decree upon 
an action brought by the Attorney-General in a proceeding called a 
*'quo warranto," and in some states by an action instituted by a judg- 
ment creditor. Upon the dissolution of a corporation it is usual for the 
court to appoint a receiver to take charge of its property, pay its debts, 
and wind up its affairs. 

Q. 8. Answer briefly : 

(a) What is a contrao /' 

(b) How is a contrav.i made ? 

(c) What are some kinds of contracts which must be in 
writing ? 

(d) What are some forms of contracts which must be 
under seal? 

(e) Which contracts if made on Sunday are void, and 
which are not void ? 

A. 8. (a) A contract is an agreement, based upon a cause or consid- 
eration between two or more persons, to do, or to abstain from doing, 
some particular act or thing. An agreement without a consideration, 
or the promise of one person to do, or not to do, some particular thing* 
gratuitously and without obligation on the part ot another, is not a con- 
tract and cannot be enforced. 

(b) A contract is made orally, in writing, or in writing under seal, 
by competent persons, who understand the subject, matter or thing 
contracted about and mutually enter into an agreement with respect 
thereto for consideration or inducement promised or offered. 

(c) The following kinds of contracts must be in writing: Contracts 
for the sale of land; leases for more than one year; marriage settlements; 
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guarantees or promises to pay the debt of another, if he does not; con- 
tracts which require more than one year for execution; contracts for the 
sale of goods of the value of fifty dollars or upwards. Other kinds of 
contracts are frequently put in writing for the purpose of avoiding 
controversy. 

(d) Deeds, mortgages, leases, and all instruments concerning real 
estate, as well as bonds and other agreements involving important 
interests, are forms of contracts which require a seal to be attached, and 
are called ''contracts of specialty". In some states an actual wax or 
paper seal is requisite, in the greater number of states a scroll made 
with a pen is sufficient, while in many of the Western States the seal is 
understood and no actual seal or mark indicative thereof is necessary to 
make valid some contracts of specialty. 

(e) All contracts made on Sunday, as a general rule, are void, 
except contracts which concern what are known as works of mercy or 
necessity, as for the providing of food or medicine in cases of emergency 
or for the performance of services under unavoidable physical conditions 
which would entail serious loss or injury if deferred. In some states, 
however, statutes forbid entering into any contract on Sunday, no 
matter of what nature or under what circtunstances; nevertheless, there 
is a growing tendency on the part of the courts to regard such matters 
according to their merits. 

Q. 9. Answer briefly: 

(a) What is a debt and what can a creditor demand in 
payment of a debt? 

(b) When a creditor accepts in satisfaction payment of 
less than the full amount of a debt, how can the debtor guard 
against further demands? 

(c) When, where and to whom must payment of a debt 
be made? 

(d) Is the debtor legally entitled to a receipt? 

(e) Which has the prior right to apply a payment 
against any one of several debts, the debtor or the creditor? 



COMMERCIAL LAW. 75 

(f) When a partial payment is made on a debt bearing 
interest, in what manner is it applied? 

(g) When does the period ot limitation begin to run, 
and what are some of the ways in which its operation can be 
modified? 

A. 9 (a) A debt is a matured obligation of one party, called a debtor, 
to pay a certain sum of money to another party, called a creditor, for 
yalne received. When a verdict is given and judgment rendered for a 
certain sum, the obligor becomes a judgment debtor. A creditor can 
demand in payment of a debt, legal tender money, which includes gold 
and silver coin. United States treasury notes, subsidiary silver coin to 
an amount not exceeding ten dollars, and nickel and copper coin to an 
amount not exceeding twenty-five cents. Bank notes, gold and silver 
certificates issued prior to 1890, and foreign money, are not legal 
tender. 

(b) Payment of less tnan the full amount, even when the creditor 
promises to forgive the balance, does not extinguish a debt, as there is 
no consideration for the promise; if, however, in addition to the part 
payment, or without it, the creditor accepts in full satisfaction some- 
thing other than money or that which is claimed, no matter how slight 
its value, the debt is discharged by what is called ''an accord and 
satisfaction." A most effective method of securing the debtor against 
further demands is for him to get the creditor to execute a release 
under seal, which, being a contract of specialty, implies a con- 
sideration. 

(c) Payment of a debt must be made on the day when it falls due, 
or if not paid will bear interest from that day until paid. If any place 
be specified, payment must be made at that place, or, if no place be 
mentioned, payment must be made at the creditor's office, or residence, 
or wherever he may be, the debtor being required to find his creditor, 
and not the creditor to seek the debtor. Payment must be made to the 
creditor personally, or to his agent or representative who is obviously 
authorized, or by usage of his business accustomed to receive it. 

(d) A receipt is a matter of courtesy on the part of the creditor, 
and the debtor at the time of paying the debt cannot demand one. It is 
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customary, however, for the creditor to give a receipt; but if he refuses, 
to do so, the only remedy for the debtor is to have a witness to the 
payment. 

(e) The debtor has the prior right to apply a payment against any 
of several debts, and if he directs the creditor to cancel a particular 
debt therewith, the creditor must do so; but if the debtor specifies 
no application of the payment, the creditor may apply it to any of 
the debts. 

(f) A partial payment made on a debt bearing interest is first 
applied in payment of interest, and if more than sufficient, the remainder 
is applied in payment of principal. 

(g) The period of limitation begins when the debt becomes due 
and the creditor has a rig'ht to sue. Commencement of action and 
service of a summons upon the debtor, even on the last day of the period 
of limitation, saves all the rights of the creditor, who can recover his 
claim or a judgment at any time he chooses to press the suit. An 
acknowledgment of the debt and a promise to pay it in writing by the 
debtor within the period or afterwards, revives the debt and makes it 
good again for the legal period commencing from the new promise, and 
a part payment by the debtor, whether of interest or principal, has the 
same effect. 

If the creditor is not in the state when the debt becomes due, the 
period of limitation does not run until he comes or returns into the 
stxite, and if the creditor never comes into the state, the debt is never 
outlawed. If the debtor is not in the state the period does not run until 
he enters it, and if he departs again, the time he is absent is not 
counted, and the debt is not outlawed until the sum of the various 
periods during which the debtor has been in the state amounts in all to 
the legal period. 

Q. 10. What is 2i partnership? How may the relation- 
ship of partner be established? Define nominal partner, 
silent partner, dormant partner, special partner. 

A. 10. A partnership is the relationship resulting from a compact 
between two or more competent persons for combining their money, 
goods, labor and skill, or any or all of them, for the purpose of under- 
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taking or prosecuting* any lawful adventure, trade or business, with 
the understanding that they shall share in the profits and losses. This 
relationship may be established by a written contract under seal, or not 
under seal, by verbal agreement, or by implication, the test of a part- 
nership being a community of interest and the right to a voice in the 
direction of its aflEairs. Partners collectively are referred to as a house 
or firm. 

A nominal partner is one who allows his name to appear in the 
firm name, or represents himself as a member of the firm when in reality 
he has no interest in or control of its affairs; but to the extent that the 
firm receives credit by such representations he is liable for its debts. 

A silent partner is one whose name does not appear in the firm 
name, and who while having an interest in the firm and a voice in the 
direction of its affairs, does not so represent himself in order to avoid 
the responsibility of an ostensible partner; he is liable, however, to the 
fullest extent whenever his relationship becomes known. 

A dormant partner is one who invests capital but takes no part in 
controlling or directing the affairs of the firm. He may be either an 
ostensible or a silent partner, but the term is commonly interchanypable 
with silent or secret partner. 

A special partner is one of the partners in a limited partnership, 

•whose liability for the debts of the firm is limited to the amount of 

capital he has invested. He has no right to actively manage the affairs 

of the firm, and should he do so, can be held liable as a general partner. 

Q. 11. In what respects are partners trustees for each 

other, and in what respects are they agents for each other? 

A. 11. Partners are trustees for each other as between themselves, 
and everything they do must inure to the benefit of the firm. No 
partner can take advantage of his position as partner for private gain, 
and if he, without the knowledge of the other partners, conducts a 
separate business to which the firm name or credit in any wise contrib- 
utes, the other partners have a right to claim a pro rata share of the 
profits therefrom. 

Partners are agents for each other as to transactions with third 
parties, and each partner has power to bind the firm by his acts if within, 
the scope of the partnership business. 
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Q. 12. What are the relative liabilities of a new partner 
and a retiring partner? 

A. 12. A new partner on coming' into the firm is not responsible 
for the debts of the old firm, unless he expressly assumes them; he is, 
however, liable for the debts of the firm incurred subsequently to his 
becoming a member. 

A partner on retiring from a firm, if he neglects to give 
notice of the fact bj publication and private advices to all persons 
who mig'ht otherwise continue dealing with the firm under the impression 
that he was still a member, is liable for the debts of the firm, in the 
event of a failure, to all such persons, the same as a nominal partner. 

Q. 13. How is a limited partnership formed? 

A. 13. A limited partnership is formed in pursuance of a statute 
authorizing such, and in those states only where special statutes allow- 
ing the formation of limited partnerships have been enacted. The 
persons forming such a partnership are required to make, sign, and 
execute a certificate, which is filed with the public records of the state 
and county in which the business is to be transacted, and states the name 
of the firm, the nature of its business, together with the names of the 
general and special partners, and the amount of capital contributed by 
each. In some states it is necessary to publish in the newspapers for a 
certain time the terms of the partnership. 

Q. 14. State the difference between a sale and a con- 
signment. 

A. 14. A sale is the transfer of property, or the title thereto, from 
one person to another, for a price in money, paid or to be paid. The 
only requisites being the promise to deliver on the part of the vendor 
and the promise to pay therefor on the part of the vendee, for the latter 
to acquire title to personal property. 

A consignment is the delivery or commitment of g'oods in trust by 
one party to another for superintendence or sale, the consignee acting 
and accounting as factor, ag'ent, and trustee for the consignor, in whom 
the title to the goods remains vested until lawfully acquired by third 
parties. 



COMMERCIAi; LAW. 79 



Q. 15. What kind of action can the consignor maintain 
against a consignee who converts to his own use the proceeds 
of the sale of consignor's goods ? 

A. 15. A consignee who converts to his own use the proceeds of 
the sale of his consignor's goods, is not only in default with respect to 
his accounting, but is guilty of embezzlement, and therefore renders his 
person as well as his estate liable, and the consignor can institute and 
maintain, or cause to be instituted and maintained, either a civil or a 
criminal action, or both, against the consignee, at one and the same time. 
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A Balance Sheet implies more than a Statement of Assets and Lia- 
bilities, for while the latter term is the more proper title under which 
the resources and oblig'ations of a business conducting its accounts bj 
single-entry or crude memoranda might be compiled, a Balance Sheet 
presupposes by its very name the existence of accounts kept by double- 
entry, and its origin from a Trial Balance of a ledger in perfect equili- 
brium containing a revenue account in explanation of the item of sur- 
plus or deficit appearing on the Balance Sheet as well as accounts of all 
the items of assets and liabilities also appearing thereon. 

A Balance Sheet is, therefore, a concise statement abstracted from 
a ledger in perfect balance, whereas a Statement of Assets and Liabili- 
ties, although dealing with the same subjects, may be compiled from 
any data obtainable, no matter how crude or miscellaneous. 

In the preparation of Balance Sheets, three general forms are in 
use, the technical form, the report form, and the working-paper form. 

The technical form is distinguished by the assets appearing on one 
side and the liabilities on the other, and being the main subject under 
consideration will hereinafter be dealt with at length. 

The report form is one adopted for convenience, where a Balance 
Sheet occurs in the body of a report, or is published in the newspapers, 
or wherever it is inconvenient to give it the breadth required by the 
'echnical form, and the assets are accordingly stated first and the lia- 
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bilitiea after and imder, the assets topping the liabilities, in a single 
column. 

The working-paper form is almost exclusivelj to be found in Amer- 
ican text books on book-keeping, in use in the various business colleges 
and commercial schools* 

It consists of a trial balance in the ordinary form, having the names 
of the accounts in a perpendicular column, to the right of which is a 
double (Dr. and Cr.) money column containing the debit and credit bal- 
ances of the accounts, which money columns are immediately followed 
by a series of like double (Dr. and Cr.) money columns. 

The nominal accounts on the trial balance representing elements of 
profit and loss are each extended (by repeating the figures) into the 
next pair of columns which are headed ^^Loss and Gain.*' 

The capital accounts are, in like manner, each extended into fur- 
ther and separate pairs of columns headed respectively with the names 
of the proprietors, to which is also carried the proportion of the balance 
of the *'Loss and Gain" columns representing the net profit or loss ap> 
pertaining to each, after which the capital columns are each balanced 
and the balances together with the real accounts, on the trial balance, 
representing assets and liabilities, are extended into the next succeeding 
and last pair of columns which are headed ''Resources and Liabilities. ** 
' While this form affords an excellent illustration of the process 
of roughly analysing a trial balance preparatory to framing a balance 
sheet and a revenue account, it is but a working-paper and incapable of 
giving the adequate expression to the complicated articulation and 
relation of values called for in a Balance Sheet suitable for present- 
ation as a financial statement. It is only because of the fact that the 
works in which it appears hold it out to the student as the form of 
balance sheet, and it consequently (although seldom) appears under 

such title as a finished statement, that any notice whatsoever is given to 
it in this work, as from an accountancy standpoint it is valueless, its 
manifest limitations not admitting of its use even as a working paper. 
It can therefore be only regarded as a somewhat neat, school-room ex- 
ercise, and that, no doubt, is all its originator intended it should be. 

The technical balance sheet has been the subject of much study 
and debate, and views, concerning its form and expression, at once 
radically different and conflicting confront us at the outset. 
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The advent of English Chartered Accountants to the United States 
and other countries, occasioned by the extensive investment of English 
capital in those countries, and the consequent commission of English 
accountants to guard the interests represented, has resulted in so wide 
a dissemination of the English form of balance sheet that it is necessary 
to make thorough inquiry into its distinctive features, more especially 
as it is at variance and in direct conflict with the technical form of bal- 
ance sheet used throughout the rest of the world. 

Many of the leading English Chartered Accountants are opposed 
to the English form, and have clearly expressed their preference for the 
Continental form of balance sheet used throughout Europe and the 
United States, but in deference to their established usage, further con- 
firmed by "The Companies' Act, 1862, 25 and 26 Vict., c. 89," and '*the 
Life Assurance Act, 1870, 33 and 34 Vict. c. 61." All opposition 
among chartered accountants to their prevailing form of balance sheet 
seems to have subsided. At the same time there fortunately appears to 
be strong inclination on the part of accountants in other countries to 
adhere to the Continental form. 

No better insight into the merits of the case can be had than by a 
brief review of what English Chartered Accountants themselves have 
had to say on the subject. 

On 20th October, 1882, a paper was read before the Manchester So- 
ciety of Chartered Accotmtants, by Mr. Edwin Guthrie, F. C. A. , on 
'^he want of uniformity in the modes of stating accounts;" and while 
he treated chiefly with the variety of titles in use as headings to pub- 
lished revenue accounts of Insurance companies, he also drew attention 
to the difference between the present English form of balance sheet in 
which the assets are shown on the right-hand or credit side contra to 
the liabilities on the left-hand or debit side, and the Continental form, 
in which the assets are shown on the left-hand or debit side contra to 
the liabilities on the right-hand or credit side, the same as in the ledger; 
declaring his preference for the latter form, and submitting in support 
of its orthodoxy the following works on book-keeping, (see page 86) in 
which, out of eleven works dating from 1721 to 1865 only two, of com- 
paratively recent date, show a preference for the English form. 
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XODB OF PLACING A88IT8 AKD IIABIUTIBS Df BALANCE SHXm, 


As Adopted hf ■one of BncUih Aathon of Works on Book-kMplnff. 




Aathor. 


Date. 

1781 
1810 


Title. 


Modal of Pladnff. 




WiUUmWelMtor, 

Chas. HnttoiL 

LLJ>>.B.8 


Bnay on Book-keeplnff« 

A Complete Treatfae on Book- 
koeplnff. 


Balanoe '*Dr.'* (Debto dne 

tome.) 

Balance, AiMtL 


(Debta owinf 
Cr.bymaJ 

IJaMlftlM. 


BMe Cyolopadia, 


1819 


Aitlole on Book-keeptnf » 


Balanoe, Aieeti. 


LiahQttfea. 


JuMt Xorritoii, 


1885 


The BLementa of Book-keepinc 


Balanoe. Aaeta. 


liabOttiaa. 


CMorrtooa, 
liMoPrefton Corg 


1884 
1889 


A Complete Syatem of Praotl- 

eal Book-keeplnff. 
PraoUoalTreauwon Aoooonta 


Balanoe Aooonnt, Aieeti. 
Balanoe Aoeonnt, Aieeli. 


liaMlttleaL 
Uabllttlaa. 


J. OiUdeoott, 
B. F. FoftVi 


1860 
18B0 


PraoOoal Onide to Book-keep- 
Dooue Bntiy BLooldated, 


Balanoe Aooonnt, AsMta. 

Balanoe Sheet, Aaeta, 


Mahflltfaa. 
UahintiMb 


W. Inclii, 


1868 


Book-keeptakff, 


Balanoe Sheet, IJahOlttea. 


Aaaeta. 


With ft wmTk t 

tVTOTSOd. 


hat In 


•ome fjitema the BahuMe She 


et la Dr. Aaaeta, Cr. liahOHIae, thepoatttonbefaiB 


^UMtBaddoB, 


1860 


Rudimentary Book-keeplnic. 


Balanoe Aeoonnt, Aaaeta. 


IJaWTItltia 


B. B. B. Ftrrtot, 


1885 


Joint Stock Companlei, 


Balanoe Sheet. TJahflltkn. 


Am^ 



After discussing* both revenue accounts and balance sheets and 
commenting* upon copies of published accounts which he submitted, Mr« 
Guthrie states : 

^'It will be noticed that I have almost wholly omitted the use of the 
terms 'Debit' and 'Credit,' in favor of the somewhat awkward termSi 
'Left-hand side ' and 'Rig'ht-hand side/ I have done so because in the 
face of the confusion of positions to which the various elements of ac- 
counts are assigned, the former terms — ^most useful in their true appli- 
cation — have in final statements, come to mean little, if anything*, more 
than left and rigfht respectively, * * * * As the consideration of 
the question immediately dealt with was one of mere sides^ and so far as 
I propose to deal with Balance Sheets, the question is one of sides also; 
I propose to bring* Balance Sheets into review at this point, and to con- 
sider other forms and questions of account afterwards. The question 
at this point then is — on which side should the assets appear on a Bal- 
ance Sheet, and consequently on which side the Liabilities? Many 
English accotmtants to whom I have put the question have answered 
without hesitation — the Liabilities on the Left the Assets on the Rig*ht, 
and with this dismiss the question as beyond controversy. Nevertheless 
the alternative answer is given by qualified Eng-lish accountants, and it 
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is a notable fact that the reverse form is almost, if not quite, universal in 
all foreign countries. Thus the practice which is common throughout 
the rest of the world is singular in England. 

''It is also a fact, no less notable, that up to quite recent years, 
all works on Book-keeping exhibit under the term ''Balance'^ or ''Bal- 
ance Account,'' Assets on the Left and Liabilities on the Right hand 
side; that English works on Book-keeping now in print and in use 
display their Balance Sheets in reverse of each other, thus: the two 
books used as the text books of the Society of Arts (Hamilton and Ball, 
and that of the Rev. J. Hunter, instructor of candidates for the Civil 
Service and other public examinations) are in reverse of each other, the 
former being in the popular form and the latter in the form which is 
exceptional in England but otherwise almost universal. 

"Appended is a list of English works on Book-keeping to which I 
have referred, by which it would appear that the greater number of 
authorities give the true practice as the reverse of that popularly prac- 
ticed in this country. (See page 86.) 

'*For further illustration, if such be needed, of the anomalies of 
practice in this respect, it is within my knowledge that the several 
partners in English firms of Chartered Accountants issue Balance Sheets 
stated in forms the reverse of each other. Thus as this disunity of 
practice does exist, the requisition that one form should be established 
as common is a reasonable one, and the question is repeated: "Which is 
the proper one ? 

"In seeking the answer, I put to myself one or two preliminary 
questions. What is the occasion and purpose of the Statement? The 
drawing of the Statement arises out of the requirements to know the 
balances on a given ledger. If the whole contents of the ledger could be 
seen and comprehended at one view, the requisition for the presentation 
of a Balance Sheet would not be made, for it would be unnecessary. To 
bring- the balances of the ledger into one view it is necessary that the 
balances should be marshalled and condensed into a few lines. This is, 
in fact, what a Balance Sheet is and what a Balance Sheet should 
always be. 

"Why, in the process of condensation, the balance should change 
sides, is for someone else to explain. I cannot« 
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*'I hare heard it contended that a Balance Sheet b a peracmal 
account made out as agfainst the proprietor of anj giTen Ledger. To 
aet up this fiction is at least gratuitous. A Balance Sheet is the 
balance of the Ledger^the balance of the proprietor of the Ledger. I 
claim it is not an account at all. 

^^On the question of conrenience, I do not lose sight of the fact that 
some temporary annoyance would be inrolred in making the change 
from the present popular form of Balance Sheet, to the less used, and, 
as I consider, proper form; but the trouble would be transitory, and 
would be as nothing compared to the relief afforded to the public at 
large from the establishment of consistent and uniform practices. 

*^It is clear also that unless any changes deemed desirable were pro- 
mulgated with something like authority, they would not be likely to be 
generally carried out, especially as certain accounts in the form herein 
omdemned as contrary to true principles are settled by Act of Parliament 
or orders in council, as for instance: * * * * The form of Balance 
Sheet settled under Table A of the Companies' Act and for Life Insur- 
ance Companies* Accounts." *♦♦♦♦♦♦♦*♦**♦♦ 

In the next month a debate was had on Mr. Guthrie's paper, which 
was concluded by a unanimous resolution. **That it is desirable that 
the accounts of joint stock companies and public bodies be stated in a 
uniform manner, which should be compulsory." 

Considerable correspondence followed confined chiefly to the sub* 
ject of the Balance Sheet, and appearing in the columns of *^he Ac- 
countant," (the official organ of Chartered Accountants throughout the 
world), three of which communications we reproduce as serring in con- 
cise form to illustrate the point at issue." 

'*THE WANT OP UNIFORMITY IN ACCOUNTS. 

^^Manchbstbr, Norember 8, 1892. 
**7b the Editor of the ''Accountants 

^*Sir:— Referring to the report of Mr. Guthrie's lecture at Man- 
chester and the debate which followed, there are one or two points which 
I shall be glad to draw attention to. 

*'A great deal was said about the mode of stating balance sheets, 
and a proposal was made for the reversal of the ordinary practice, which 
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18 to enumerate the liabilities on the debit side and the assets on the 
credit side of the statement, the lecturer saying that he could not ex* 
plain why the balance was transposed on being* carried to the balance 
sheet. 

'*I am glad to see that the proposal was resisted by several speakers, 
and since the matter has been brought before the profession it seems 
desirable that there should be a clear expression of opinion on it. 

^'I think it is impossible to maintain that the balance sheet is 
merely a condensed list of balances, but assert on the contrary that it is 
a statement of the composition of the capital account of the concern to 
which it relates. It is the correct practice, I believe, with accountants 
to head the balance sheet with the name of the estate, and preface the 
enumeration of the liabilities and assets with the words * To' and * By.* 
This would be nonsense if the liabilities and as^ts were reversed, but 
is intelligible enough according to the present practice. 

^* The business is debtor to the parties to whom it owes money and 
creditor by the amount of its property, the balance sheet being the 
explanation of the balance on capital account. ***** 

Yours, etc, W.*' 

"WANT OF UNIFORMITY IN ACCOUNTS. 

"2 Clarence Building, Booth Street, 

'' Manchbstbr, 14th November, 1882. 

**7b tke Editor of the ''Accountant.'' 

"Sir: — In your issue of last week W. refers to two positions taken by 
me in my recent paper on ' The Want of Uniformity in the Modes of 
Stating Accounts.' The first point is in relation to the proper sides 
upon which to state the assets and liabilities respectively in a balance 
sheet, the second point as to the identity of profit and loss, and revenue 
accounts. 

^^o give an answer to W. is, I fear, but to repeat the arguments in 
my paper, which are to the effect that a balance sheet is a statement of 
the ledger, of a person by himself, for himself; or of a firm by themselves, 
for themselves; or of a company, by the officers of the company, for the 
proprietors of the company. This is the actual fact, and it is the logic 
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of FACT with which we have to deal ; whereas modern English usage 
has accustomed W. and the majority to assumption of a fiction, the 
fiction that the balance sheet is a personal account with the implied 
heading *A. B. in account with the World,' the World being the Tenderers 
of the account. 

^'If the balance sheet could be properly treated as an account at all — 
a personal account — ^the true implied heading would be * The World in 
account with A. B.,* for A. B. is the renderer of the account; indeed, 
the only one capable of rendering it. This necessarily throws the assets 
on the left and the liabilities on the right hand side, and would justify 
the *To* and *By* in those respective positions. ******** 

Tours, etc., Edwin Guthrik." 

**32 Brown Street, 

'^Manchbstbr, 16th November, 1882. 
''To the Editor of the ''Accountant.'' 

**Sir: — Permit me to say a word on this subject. In my humble 
judgment the debate which followed Mr. Guthrie's able lecture was not 
worthy of our profession. 

''I submit that to put the Liabilities on the Dr. side of a Balance 
Sheet is an obvious violation of the principles of book-keeping — prin- 
ciples that are fixed, and do not admit of opinion. 

^'AU statements of account are, or ought to be, extracts or abstracts 
from the books; hence, the person to whom a statement is rendered, is 
always theoretically the Dr. of the account just as it stands in the ledger. 
A limited liability company renders a (statement) balance sheet to the 
shareholders; how can the shareholders be Dr. for their subscribed 
capital? 

''The statement of assets and liabilities may or may not be con- 
sidered a complete balance sheet in itself, but it is usually accompanied 
at least with a profit and loss account. In such cases, whether con- 
densed or not, the profit and loss account consists of a portion of the 
ledger balances, whilst the assets and liabilities comprise the remainder, 
and both together embrace the whole of the ledger balances. The 
profit and loss part of the abstracted balance is admitted to be in proper 
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form when taken from the ledger as it stands there; then why not the 
remainder, which is the assets and liabilities? 

*'I maintain that a correct balance sheet can be nothing more nor 
less than an abstract from the books, to be consistent with its name. 

Yours, etc., C. O. N." 

As a final expression of sentiment indicative of the feeling* of hope- 
less resignation to the inevitable and general confusion in the minds of 
students brought about by the adoption of the English form of balance 
sheet, we quote question and answer No. 3, given at the Special Final 
Examination of the Institute of Chartered Accountants, March, 1887, 
appearing on page 5, section F, of '^The Accountants' Manual,'' VoL I, 
published by Gree & Co., London, which reads as follows: 

^^Q. 3. In taking over a business, what account is it that exhibits 
solvency or insolvency? On which side of the said accotmts are the 
Assets and Liabilities respectively placed?" 

*'A. 3. A balance sheet, if the books are kept by double entry, or a 
statement of assets and liabilities if they are kept by single entry. 
Neither, however, could be correctly described as an account. The sides 
upon which assets and liabilities respectively should be placed is a 
debatable question, and as Members of the Council of the Institute of 
Chartered Accountants, expressly disagree on the matter, anj expres- 
sion of opinion given here is subject to their better judgment whenever 
they can come to a unanimous conclusion. The most prevalent practice 
is for assets to be placed on the right hand or credit side, and liabilities 
on the left hand or debit side. The form of balance sheet prescribed by 
Table A is drawn up on this plan. So also is the form prescribed by the 
Life Assurance Companies' Acts. The Institute of Chartered Account- 
ants makes up its balance sheet on the same lines. There is, in fact, a 
general consensus of opinion that liabilities on he left, assets on the 
right hand side, is the better plan; it has, undoubtedly, a great balance 
of authority in its favor; and apart altogether from the advantage of 
securing uniformity and the great inconvenience of departing from 
well established usages, the writer is disposed to think that the popular 
form is strictly correct." 

From the foregoing papers, culminating in the somewhat satirical 
answer just quoted, it is obvious that the advocates of the Continental 
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form of Balance Sheet, in which the assets and liabilities are respectively 
enumerated on the same sides as they appear in the ledger, have theoret* 
ically the better of the argument, and the concurrence of the civilised 
world, barring England. 

The advocates of the English form, however, seem to have stolen 
a march upon their opponents and effected the crystalisation and 
adoption of their preference in the matter by means of The Companies* 
Act of 1862, and the Insurance Companies* Act of 1870, and other Acts 
of Parliament, thereby placing the whole body of Chartered Account- 
ants, with respect to the form of balance sheet, in a fix, from which it 
seems they cannot extricate themselves. 

As the advocates of untenable theories are notoriously the most 
stubborn, there is little doubt but that for years to come the English will 
adhere to their form of balance sheet as tenaciously as to their j£j s and d, 
while the rest of the world will go on using a balance sheet requiring 
no metaphysical argument to support its premises, and enjoy the con- 
venience thereof, as they also enjoy the convenience of their decimal 
currencies. 

Another point, suggested by the form of balance sheet prescribed 
by Table A, to which frequent allusions have been made, is the arrange- 
ment of the assets and liabilities, that is, the order in which they 
follow one another, and besides being a subject in itself worthy of con- 
sideration, it will shed considerable light on the probable cause of the 
origination of the English form. 

In order to better illustrate the subject about to be treated with we 
present the form of balance sheet prescribed by Table A (see page 93). 

The earliest conception of accounts related to those of a steward, 
the fiduciary accounting of the servants and bailiffs to the lord of the 
manor, in which they charged themselves with that which was entrusted 
to them and the increase thereof, and credited themselves with what 
was consumed or expended in the execution of their trust, finally 
accounting to their lord for the balance remaining in their possession. 

This theme has characterized all ^^judiciary" accountings under the 
direction of the courts, and to the present day the accounts of trustees, 
executors, administrators, guardians, and public officials partake of the 
simple form of a cash account, wherein they are charged with what they 
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receive, and credited with what they pay for account of the trust 
imposed, and also with the balance they deliver over at the conclusion 
of their official life. 

This conception evidently possessed the minds of the designers of 
the Table A form of Balance Sheet, which, if reduced to a soliloquy, 
would read as follows: 

We, the officers (of the company), appointed to administer the 
estate of the stockholders, do hereby render to them an accounting of 
the trust imposed in us, as follows: 
We Charge ourselves with — 

The amount paid in by shareholders for which capital stock 

has been issued; 
The amount of loans received on mortgages or debenture 

bonds; 
The property that has been acquired by and services rendered 
to this company upon credit and for which the Company 
still owes, with respect to acceptances given, supplies of 
stock-in-trade or other articles; legal services, interest on 
loans, unclaimed dividends, etc. ; 
The amount of increase or earnings, — 
Set aside to meet contingencies; 
Disposable for payment of dividend, etc. ; 
All of which constitute the sum of the Charge. 
We Credit ourselves with — 

Expenditure for immovable property, to wit: land, buildings, 
leasehold, etc.; 

Expenditure for movable property, to wit: stock-in-trade, and 
plant, which latter is stated with deductions for deterior- 
ation in value as charged to the reserve fund or profit 
and loss; 

Bills Receivable, book accounts of trade creditors, considered 
good, and book accounts of trade creditors, considered 
doubtful or bad; 

Investments in interest-bearing securities. 

All of which constitute the sum of the Discharge, as to expenditure: 

the Cash remaining in our hands and lodg'ed in bank constitutes the 
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Balance, which, togfether with the f oreg^oing expenditures, completes the 
Discharge. 

While in the fiduciary form of account the foreg'oing statement 
would assume the report form, and the assets, representing* expenditure, 
would be deducted from the liabilities, representing* receipts, and show 
a remainder equivalent to the cash on hand, the placing of the liabilities 
on the debit side and the assets on the credit side (tmder a like con- 
struction of the purpose of the statement and ascribing* to it the nature 
of an account), would be equally consistent, as in the fiduciary form of 
an account rendered by the trustee to his principal he invariably charg*es 
himself with what he receives and credits himself with what he pays; 
the most familiar illustration being* the customary form of bank pass 
book, which is a fiduciary account rendered by a bank to its customer. 

Since the year 1495, when the first known treatise on double entry 
book-keeping was given to the world by an Italian teacher, Lucas de 
Burgo, the science of book-keeping has provided more than a mere 
chronological register of pectmiary facts, and while it has developed 
and broadened to an estent that the application of its profounder 
principles has been legally established as a learned profession, it is 
somewhat remarkable that a Balance Sheet, the crowning achievement 
of its possibilities, should receive the cramped construction of a mere 
cash account, which no more resembles it than does a heap of bricks 
resemble a temple, or that it should be given the primitive form of a 
charge and discharge account, when its real ptu-pose is that of a scien- 
tific statement of financial condition at a certain date, and that its 
capacity to display such condition in all its vividness and fulness should 
be sacrificed to gratify the fads of theorists and perpetuate an absurdity 
of table A. 

It is apparent that the fiduciary account of the Treasurer of a 
company is the Cash Book, and that book alone contains the receipts and 
payments constituting the charge and discharge in chronological order, 
and to that account alone does the final balance of Cash-on-hand convey 
any significance in such relation, and consequently its appearance on 
the Balance Sheet, as the last item on the credit side implies a relation- 
ship whicn it in no wise sustains to a Balance Sheet proper. 
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To the extent that the directors may be regarded as accoimtmg to 
the stockholders with respect to transactions other than the receipts and 
payments of moneys, the Books of Account and not the Balance Sheet 
constitute the account of the receipt and disposition of all values, and 
the assumption that the statement of assets and liabilities (showing the 
ultimate status of the estate), is in any wise the subject of, or that the 
items thereon collectively or severally represent, the composition of a 
Charge and Discharge Account, or should be arranged with reference to 
giving expression to any such implication* is too palpable an absurdity 
to call for further argument. 

In the preparation of a Balance Sheet the accounts or items should 
be grouped and displayed in such manner as to convey the fullest in- 
formation possible, as follows: 

A double sheet of journal-ruled paper containing double money 
columns on each side is laid open like a book* 

Commencing with the most available asset, namely, Cash, the 
amounts lodged in the several banks, and the amount in hand are 
separately stated and the figures placed in the indent or first column 
adjoining the text and the total extended into the next or final column. 

The properties actually in the possession of the estate, such as 
land, buildings, plant, equipment and stock-in-trade, should be stated 
next, placing* the separate values of each in the first column and extend- 
ing the total of all into the outer column, giving full particulars of 
deductions for depreciation and basis of valuation to the extent that 
responsibility therefor is to be assumed. 

Bills Receivable being more enforceable or generally more readily 
realized upon would take precedence over Open Book Accounts in the 
order of arrangement, and the latter should be classified into good and 
doubtful, and necessary provision for losses on bad accounts should be 
shown as well as reserve for customary discounts by deducting from the 
aggregate sum the amounts respectively charged against the profits to 
provide for such contingencies. 

All actual assets thus available for the satisfaction of the liabilities 
in the event of liquidation should be first stated and totaled before any 
quasi or speculative assets, such as claims against the private estates of 
partners when any question as to their realization mav exist (as where 
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the same are unsecured or constitute capital deficits) patent rights, good 
will, or similar conditional values. 

In like manner the liabilities on the other side of the balance sheet 
should be recited in the order of the priority of their claims or powers of 
enforcing the same against the estate. 

Mortgages against the realty, with reference to the properties 
stated contra, upon which they are encumbrances, loans secured by 
collateral pledged therefor, and similar items would rank first against 
the assets. 

Bills Payable or other written pledges would precede unsecured 
Trade Creditors on open account. 

After stating and totaling all the liabilities and obligations to 
outside creditors it would then be proper to state the various Reserve 
Accounts and the Capital Accounts. 

A Balance Sheet thus framed will show first in classified form the 
actual assets as opposed and in juxtaposition to the actual liabilities, 
and the total of each, and thereafter the capital or surplus, or both, as 
qualified by reserves and opposed to speculative or conditional values. 

If the capital precedes the liabilities in the same column the total 
liabilities exclusive of the capital, is not shown, and if conditional 
values are stated first among the assets, or alternate with them in the 
order of arrangement the actual assets are not shown, and the degree in 
which the capital as stated on the balance sheet may be qualified by 
reserves or surplus as augmenting features, or by fictitious or uncertain 
assets as diminishing features cannot be expressed without a rearrange- 
ment of the statement. 

The ledger folio from which the balance is taken should be 

prefixed to each account stated on a balance sheet. 

The absence of any legislative enactment in the United States, 
rendering compulsory the preparation of Balance Sheets or Revenue 
Accounts of corporations in any particular form, gives to the accountant 
much latitude with respect to the forms he may adopt, and while this 
acts as a drawback in bringing about a tmiform mode of stating 
accounts of the same nature, there is still open to American accountants 
the possibility of uniting upon the best forms and establishing them by 
usage, to the end that they may be legally confirmed before legislative 
enactment makes inferior forms mandatory. 
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The Double Account form of balance sheet used in England bj 
Parliamentary Companies, particularly railroads, possesses some features 
which afford interesting study, and the principle involved and the mode 
of expression peculiar to it, can be employed with advantage in framing 
the balance sheets of many corporations in this country. 

As will be seen from the following extracts from English authors, 
treating with this form of Balance Sheet, its destinctive feature is the 
separation of the fixed assets and liabilities from the floating assets and 
liabilities, the latter forming the general balance sheet while the former 
are stated in a separate Capital Account, which is credited with the 
Capital Receipts, both share capital and loan capital, and is charged 
with the Capital Expenditure, in acquiring the property for which the 
Capital Receipts were expressly contributed. 

Any excess of the Capital Receipts over the Capital Expenditure 
would indicate the amount of said receipts not yet applied to their 
specific purpose or employed as working capital, while any excess of 
Capital Expenditure over Capital Receipts would indicate the expendi- 
ture of revenue in fixed assets in addition to the Capitalization. 

The balance, either Dr. or Cr. of the Capital Account is carried to 
the General Balance Sheet in one amount, and may represent in the 
abstract either an indebtedness of Capital to Revenue for application of 
Revenue to Capital Expenditure, or an indebtedness of Revenue to Capital 
for application of Capital to Revenue Expenditure. 

Lawrence R. Dicksee, F.C. A., in his work on ' 'Auditing,'' published 
in 1892, by Gee & Co., London, writes on this subject as follows: 

^ '^PRINCIPLES IN VALUATION OF ASSETS. 

"It being the primary object of most ordinary undertakings to 
continue to carry on operations, it is but fair that the assets enumerated 
in a Balance Sheet be valued with that end in view; before this subject 
is pursued any further, however, it is well to acknowledge two essentially 
different features obtaining to different classes of accounts. Certain 
Parliamentary Companies, constituted for the purpose of undertaking 
certain definite public works are, on account of the peculiar circum- 
stances under which they were called into existence, required to render 
their accounts in a manner radically different from that of all other 
undertakings; the system they are required to adopt is called the Double 
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Account System. It being* required that all capital raised by these 
companies shall be expended in the construction of the public works 
(for the construction of which they were called into existence), care was 
taken by the Legislature to see that this provision is duly complied 
with; hence a special form of account in which all monies expended in 
the construction of the works is separated from the Greneral Balance 
Sheet. Now, in order that this account (the Capital Expenditure Ac- 
count) mig'ht perpetually show that — and how — ^the capital authorized 
to be raised had actually been spent only upon the authorized purposes — 
except a small marg'in for working capital or contingencies — ^it was 
necessary that the actual amount expended on the works alone be 
debited to the account, regardless of any fluctuations in value that 
might afterwards occur. It would, of course, have been easy for the 
Legislature to have provided that any fluctuations that might occur 
should be duly allowed for in the General Balance Sheet; but, having 
regard to the fact that no such fluctuation could in any way practically 
affect the company, so long as it carried on business, and bearing in 
mind also the fact that it was contemplated that the company should 
permanently carry on business, it would appear that all consideration 
of these fluctuations was considered superfluous. With an eye to the 
future, however, and doubtless also with a view to — so far as possible — 
insuring the business being permanently carried on, it was provided 
that the company's works (which were required to be kept perpetually 
at the amount of their initial cost, regardless of their after value) be 
continuously kept in a state of efficiency, and that the cost thereof be 
borne out of Revenue. It will thus be seen that the form of the Double 
Account system arose from the statutory requirement that all capital 
raised should be used for the carrying out of the works for the execution 
of which the company was created; and that the principle that, so long 
as the works were maintained in a state of efficiency their actual value 
need not be periodically reconsidered, arose from the circumstance that 
it was contemplated that the work authorized would be permanently 
carried on. 

** How far — if at all — these considerations need affect one's judgment 
concerning the valuation of the assets of undertakings not specifically 
covered by the statutes, it will now be necessary to enquire; but it may 
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be mentiotied that, inasmuch as Auditors are not compelled to regard 
the Legislature as the highest possible authority in the matter of 
Accounts, they are still free to discuss the principles involved upon their 
merits, even if a sense of logic compels them to admit an anology 
between the accounts of Parliamentary Companies and those of other 
undertakings. 

** Taking first the case of private traders, whether sole^ or firms, it is 
not difficult to see that, inasmuch as no man can reasonably hope to live 
forever, the business of such an one is ephemeral as compared with that 
of a Parliamentary Company. It is true that the business may, and 
frequently does, live longer than its founder, but to do so, involves a 
change of proprietorship, and what is this? — a re^valuatum of assets. It 
will thus be seen that, although there is no necessity to consider the 
contingency of liquidation (at what are expressly known as' ^knock- 
down" prices) not merely the contingency must be faced, but the 
eventual certainty of a re-valuation. The basis of such a valuation will 
be that currently known as 'a going concern,' and it will, perhaps, be 
worth while to consider the meaning of this phrase. So far as it 
possesses any definite meaning — for, of necessity, the term is an elastic 
one — the qualification implies 'at such a value as they would stand in 
the books if proper depreciation had been provided for' — the term 'de- 
preciation' being taken to represent the amount by which the value of 
an asset has become reduced by effluxion of time or wear. A fluctuation 
in value caused by external circumstances will also require to be taken 
into consideration when property changes hands. It is important to 
remember that it is not really practicable to so maintain the efficiency 
of assets that no depreciation shall ever exist, and also that private 
firms are under no statutory requirement to retain the whole of their 
tmdertaking in tact; the Double Account principle does not, therefore, 
apply to the accounts of private traders. 

" The accounts of what may be termed 'registered' companies next 
claim attention. These companies, having a perpetual succession, are 
perhaps entitled to be considered theoretically permanent (although, in 
practice, they are generally much shorter lived than private enterprises), 
and consequently the Double Account principle of stating values might 
be employed (but for the fact that a registered company is under no 
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obligatioti to retain possession of any of its assets), if it were found 
practicable to say definitely what were and what were not, Capital 
Assets. Such a distinction between items that are all included in one 
Balance Sheet, however, will be generally conceded to be confusing, 
and perhaps even misleading, while the fact that no particular assets 
can claim to be considered more permanent than the rest makes a di- 
vision of the assets into two Balance Sheets very undesirable, if not 
impossible. The amount, therefore, at which all assets are stated in 
Balance Sheets, except where a special statutory provision to the con- 
trary obtains, should be regulated by the value of such assets. 

*' In practice assets may generally be divided into two classes: (1) 
Those with which it carries on business, and (2) those in which it 
carries on business; the former may be named Pbrmanbnt Assets, 
the latter F]x>ating Assbts. 

"VALUATION OF SO-CALLED PERMANENT ASSETS. 
The points to be borne in mind here are that wasting may reduce 
their value, and that fluctuation may increase or reduce their value. 
So far as wasting is concerned, inasmuch as it has directly con- 
tributed to the profits earned, it is clearly an expense with which profit 
may be fairly charged. The only question is * HOW ? * which will be 
considered in full under the head of Dbprbciation. On the other 
hand, fluctuation is something altogether apart from profit and loss, 
being merely the accidental variation (owing to external causes) in the 
value of certain property owned, but not traded in; to carry the amount 
of such variation to Profit and Loss Account would be to disturb and 
obscure the results of actual trading, and so render statistical compari- 
son difficult if not impossible. On no account, therefore, should the 
results of fluctuations affect the Profit and Loss Account. Whether or 
not it is desirable that such fluctuations should be revealed by the 
accounts at all will be fully considered under the head of Sbcrbt 
Rbsbrvbs. 

**VALUATION OF SO-CALLED FLOATING ASSETS. It 
being the essential feature of these assets that the whole aim of the 
undertaking is to convert them into cash at the earliest possible oppor- 
tunity, the element of immediate realissation is an essential factor in 
their value. The only point to remember is that, while a manufacturing 
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profit i3 earned only when the manufacture is completed, a trading profit 
is only made when sale is completed. Neither profit must be anticipated. 
It may be added, however, by way of qualification that, where a manu- 
facture consists of several distinct processes^ and separate accounts are 
kept of the manufacturing* profit earned under each process, there seems 
to be no great objection to each process being* considered as a separate 
manufacture. With regard to what is a trading* profit, a most ingenious 
argument was once advanced by the present Attorney-General before the 
late Mr. Justice Field {Jin re Holden v. Faulkner and others)^ in which it 
was contended that the most scientifically correct method of valuing a 
stock-in-trade was to take it at selling prices, less the average trade 
profit; it being suggested that any profit realized in excess of the average 
was in reality a profit on buying, not on selling, and any profit realized 
less than the average a corresponding loss on buying. The argument 
passed muster at the time, appears to be plausible, and indicates a system 
that would doubtless prove very convenient in practice; but, unless the 
profit on different articles was very uniform, would hardly be a safe one 
to adopt." 

In the intermediate and final examination of the Institute of Chart- 
ered Accountants, held June, 1890, as published in 'The Accoutant's 
Manual,'' Vol II, by Gree & Co., London, question No. 6 and answer 
thereto, bear so directly upon the matter before us, that we reproduce 
them as follows: 

*'Q. 6. Some companies, such as railways, strike a balance of 
their capital receipts and payments, and bring the net amount into their 
Balance Sheets; others enter the total capital received and the total 
capital expenditure in their Balance Sheets. Which course do you 
recommend, and under what circumstances, if any, is the former 
method of stating the accounts desirable? 

*'A. 6. The first method of stating accounts is only necessary or 
desirable in the case of railway and similar companies established for 
the purpose of carrying out public works, and regulated by special 
statutes, ior the actual cost or value of the work of such a company, or 
the actual amount of money raised, are not necessarily the same as the 
debit and credit sides of the Capital Account. The real value is im- 
material, and all that is essential is that the capital raised shall go solely 
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to the work, and that the work, reg-ardless of its value, shall be 
maintained. 

**The second method indicated, i. e., of entering the total Capital 
Received and the total Capital Expenditure in the balance sheet should 
invariably be followed, in the case of a company formed under the 
Companies' Acts, 1862 to 1887. 

*'The reason why the first class of companies should, and the second 
class should not adopt what is known as the Double Account system, are 
very clearly shown in the following* extracts from Mr. Ernest Cooper's 
*What is Profit of a Company?* 

** It is worth while to remember that Capital Account, Reserve 
Fund, and Profit and Loss and nominal accounts, represent in the case 
of a Companies' Act Company no real debt of the company, and as I 
shall contend do not represent specified assets, but are included by 
means of double entry in the books and in the balance sheet, and indicate 
the amount of the stu*plus of assets over liabilities. The Capital Account 
(including reserves and profits) indicates the amount of that undivided, 
and in a sense indivisible, portion of the assets which belongs to the 
proprietors of the company. I say 4n a sense indivisible' because an 
agreement between the partners for division of assets would not consti- 
tute a real separation in fact, as all assets would remain parts of one 
fund, charged with payments of the creditors, and all collectively (but 
subject to payment of creditors) the property or capital of the partners. 

^'Although in a limited sense the operations of Parliamentary 
Companies involve loss in carrying on the business, as for instance, 
from bad debts; still Parliamentary companies for public works do not, 
in their Constitution, speaking broadly, contemplate loss, but only 
expense of collection as a deduction from the income derived from the 
work, and they have not in practice a Profit and Loss Account 

* 'Companies Act Companies have the same power of choosing the 
manner of dealing with their capital in the course of their operations as 
a partnership, and it is clear that in the case of those classes of com- 
panies which give or receive credit, borrow, lend, or deal in money, or 
trade in goods, the capital brought in by the shareholders becomes 
inextricably mixed with the other funds, and incapable of being traced 
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or separated. A g^lance at the balance sheet of a partnership or com- 
pany of any of the classes mentioned will show this. 

**But to make the matter clear, take the Balance Sheet of the 
London and Westminster Bank, Limited, of 30th June, 1888. We find 
its capital, including reserves and undiyided profits is: 

** UsinflT ronnd fLgtutm^ saj ..••••/' 4,700,000 

And that there U owiag^ to cttatomen on deposits, etc, • • 25,300,000 

jf 30,000,000 

The Asaeto are: Cash, / 7,000,000 

Premises, saj ...••.•• 500,000 

The Advances, 17,000,000 

And the Investments, ....... 5,500,000 

;f 30,000.000 

**Now assume, although I think incorrectly, the premises to be 
acquired by outlay of capital, and to be on Capital Account, and of the 
capital ;f 4,200,000 remain. How can we say which, or what part of the 
cash and advances and investments is composed of the money received as 
capital, and which, or what, part is composed of money received on 
deposit and current accounts? Thus, if these are inseparable or indis- 
ting^shable, as they evidently are in fact, how can they be separated 
by an account? We can only take the undivided whole and show by an 
account what the fact is, that capital and deposits and current accounts 
have contributed in given proportions to the composition of the whole of 
the assets. But when an asset is lost we cannot distingtdsh the loss as 
either the loss of an asset composed of capital or of a deposit. We can 
only say that as the liability to customers for their deposits is not 
reduced by the loss, the effect of every loss must be to reduce capital or 
the property of the proprietors. And if we cannot separate the assets 
representing capital from those representing deposits, for the same 
reasons we clearly cannot separate the assets which represent the share 
capital from the assets representing the Reserve Fund or the Balance of 
Profit and Loss. 
^^Railwat andothbr Companies Estabushbd undbr Spbciai. Acts. 

**A number of capitalists seeking to construct a public work, apply 
to Parliament for power for two principal objects: 
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•*(1) To construct the work. 

*'(2) To raiae a given fund or capital for the purpose* 

** Merely incidental to these objects are the incorporation of a com* 
panj, the acquisition of land, and the carrying on of the work for the 
benefit of the proprietors; and it is also incidental to the carrying on of 
the work that it be maintained in working order out of the revenue 
derived from it. 

**The company incorporated acquires no power beyond the two main 
ones, and such as arise out of, or are incidental thereto. 

'*The authority to raise money for the work implies: — 

(1) The limitation of the capital to the amount authorized to 
be raised under the power, and 

(2) The limitation of the application of all money raised to 
the work and equipment thereof, and the retention in the 
work of all money expended upon it, so that debentures 
of a parliamentary company acquire the nature and most 
of the incidence of capital, and only in a limited sense 
can the debenture-holders be considered as creditors. 

"The creation of a corporation for the purposes of the work, im- 
plies a limitation of its powers to the construction and carrying on of 
the work, 

"A Parliamentary (Company cannot sell or pledge, or even abandon 
(Abandonment of Railways Acts, 1850 and 1869) any part of its work; 
and it cannot apply its capital to payment of creditors, debenture 
or other. 

"Parliament accords limited liability to the members of Parlia- 
mentary Companies (not expressly, but by refraining from imposing 
liability), and in these companies the stipulation that capital may not 
be withdrawn, is in effect imposed as in Companies Act Companies, but 
in a different form, viz. : by requiring the maintenance of the works. 

"But the actual cost or value of the work of a Parliamentary Com- 
pany, or the actual amount of money raised, are not necessarily the 3ame 
as the debit and credit sides of the Capital Account. The money value 
may be either more or less than the total to the credit and debit of the 
Capital Account of a Parliamentary Company, in proportion as the stock 
or debentures have been issued, at a premium or at a discount. Real 
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value is immaterial (Abandonment of Railways Act, 1850, Sec 28). All 
that is essential is that the whole of the capital raised shall go solely to 
the work, and that the work, regardless of its value, shall be main- 
tained. When maintenance is provided for, the whole of the net revenue 
must be applied first to interest on debentures and then to dividend. 

**It is natural that Parliament should require that before the pro- 
prietors are allowed to divide the revenue of the works, it should be 
ascertained on behalf of the public which has an interest in the work, 
that the conditions on which the power (usually in effect a partial 
monopoly) was granted, have been complied with, and, as a consequence. 
Parliamentary Companies, with unimportant exceptions, are required 
to prepare and publish and furnish to the (government, accounts showing 
what Capital has been raised and that it has been applied to the work, 
or awaits such application, or, in other words, that the Capital raised 
has been kept separate and intact. The accounts show whether the 
contract entered into with the Legislature, if I may so describe it, has 
been carried out. 

*'Out of this necessity of keeping the capital funds distinct from 
the Revenue in Parliamentary Companies, arises necessarily what is 
known as the 'Double Account System.' 

**The keeping of Capital and Revenue as distinct accounts consti- 
tutes neither a privilege nor a restriction, but is merely the recording of 
facts, which Parliament in the public interest requires shall exist in the 
case of Parliamentary Companies. In Companies' Act Companies the 
public is not interested any more than in partnerships, and Parliament 
does not require that any particular state of facts shall exist, nor does 
such a state of facts usually exist in the circumstances of Companies' 
Act Companies, and if the fact to support the double account does not 
exist* the account cannot be prepared." 

We have drawn somewhat heavily upon English literature, and 
treated with the legislative requirements peculiar to England's Parlia- 
mentary and Registered Companies, for the reason that \h^ principles of 
accountancy that are involved, if not the Legislation that gives them 
such prominence, are universal the world over, and, in anticipation of 
the growth of accountancy in the United States and possible future 
legislation requiring the consideration of the same principles, we deem 
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it better to call attention to them, throtigh the literature of the country 
where they have become confirmed by law and usage, and so give due 
credit for their conception and the evident thought and care bestowed 
upon them, than to present them as mere abstract theories, to the ex- 
clusion of their practical and actual application. 

We here append three forms of Balance Sheets, namely: (1) Con- 
tinental Form; (2) English Form for Registered Companies; (3) Double 
Account Form for Parliamentary Companies. 



BALANCE SHEET AS AT 8l8T DSCBMBfiK, 18.., OF THE Cu. 

(Continental and Ameiioan form.) 



Assets, 
Cash In Bank 

•* " Tfll . 
InTBftmenta, per Schedule A 
Propcrdea, aa under: 

Xand.per LedgerValnation 
Bulldinii, ** *« 

LeaaStold ^ 
Plant, Machinery, etc. 

Leia Depredation. 
Stock in Trade as taken 

and Talned by Mr. 

Sondry Trade ]>ebtora, as 
under: 
BUlaBeoelTable. 

as per Schedule B, 
Open Book a/oa. Good, 

as per Schedule C, 

less Resenre f orDlsoounts 

Open Book a/os. Doubtful 

leas Beserre for Bad 

Debts. 

Good Will, or other Specul- 
ative Valuea, more or 1 
likely to constitute 
loadmir 



LiahSUies. 
Encumbrances on Properties, 
aa under: 
Mortgafee,desorlption etc: 
Bonds . " . 
Interest due and accrued 
Sundry Trade Creditors, as 
under: 
Bills Payable. 

as per Schedule D, 
Open Book a/cs. 

as per Schedule Bf 
Sundry Unpaid Charges, L e.: 
Taxes, Waices, etc, and 
Special Accounts 



Capital Account, (or Capital 

Stock) 
Reserye Account 
Profit and Loss Account 



DB. BALANCE SHEET OF THE 

(Reicistered Co. form.) 



CO., 81st DEC. 18.. 



OR. 



CatUaiand Luibiiities, 

Capital, showing No. of shares 
Amount paid per share, . 
Calls tn arrears. Forfeited 
shares, etc • 

Debts and liabiUties, yis: 
Mortgagea and Debentures, 
Debts on Acceptances, 

Trade Debta, 

Law Expense, owing, 
Interaat on Debenturea, " 
Unclaimed Dlyidends, . . 
Other Debts, 

Reserye Fund, 

Profit and Loss, 



;£sd 



;CBd 



Contingent Uabllltles, . . 



Property and Assets. 
Property held by the Compa- 
ny, yis: 

Freehold. Land A Buildings, 

Leasehold. 

Stock in Trade, .... 

Plant at cost, less depreciap 

tiou, 

Debts owing to the Company* 
yis: 

Secured, 

Unsecured 

Bad or Doubtful, . . . . 

Debt, if any, due fhim Direc- 
tor or Oflicer of Company, 
Cash and Inyeatments. Via: 

Nature of Inycstment, and 
rate of Interest, . . . 

Cash, where lodged, and if 
bearing interest, . . . . 



;£Bd 



;^Bd 



The incidents of any particular business might call for modifications of the aboye, 
which are merely skeletons of the respeotlye forma. 
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A Statement of Affairs, althougch in some respects resembling* both 
a Balance Sheet and a Statement of Assets and Liabilities, possesses 
certain features peculiar to itself and fulfills certain purposes that are 
beyond the scope and capacity of either of the other two forms to accom- 
plish. 

Whereas a Balance Sheet and a Statement of Assets and Liabilities 
have the same end in view, but differ from each other in the respect that 
a Balance Sheet is prepared from a ledger kept by double entry, and a 
Statement of Assets and Liabilities from a ledg-er kept by single-entry 
or even less systematic records, a Statement of Affairs may be derived 
from either of the above sources or in the absence of accounts altogether 
from the testimony and memoranda of the insolvent debtor and the 
claims as presented and proven by his various creditors. 

A Statement of Affairs has to deal almost exclusively with insol- 
vent estates that are about to or have passed into the hands of an as- 
signee or receiver under a voluntary or a compulsory liquidation, and 
has for its object, as its name implies, the revealing of the condition of 
the affairs of the estate with respect to the interest of the creditors and 
the prospective dividend they may receive. 

It is therefore not only necessary to show all of the liabilities that 
may appear upon the debtor^s books but also any others that may be 
presented and established, as well as all contingent liabilities with re- 
spect to indorsement on neg-otiable paper and to what extent they may 
rank for dividend by reason of being dishonored by the makers. 



^/^ 



112 STATEMENT OF AFFAIRS. 



claims, for debts due tothe national, state or municipal 
government, or for wages and salaries to employees, to the extent that 
the law provides that they shall be paid in full out of the estate before 
a general distribution, being a direct offset to the assets, are deducted 
therefrom and appear among the liabilities as a memorandum only of 
the separate schedule which they constitute. 

The general creditors to the extent that they are fully secured by 
collateral in their custody or partially secured in the same manner form 
the subjects of schedules separate from creditors wholly unsecured, and 
form correspondingly separate items on the Statement of Affairs, the 
unsecured creditors being generally the largest in number and amount 
and most vitally interested in the Statement of Affairs constitute 
''Schedule A,'* and the partly secured, fully secured and contingent 
creditors follow in respective order. 

The partly secured creditors are stated in the full amount, and the 
estimated value of the securities they hold being deducted therefrom in 
an indent column, they appear to rank for dividend only in the net or 
unsecured amount. 

The fully secured creditors are also shewn in the full amount of 
their claims, which being deducted from the estimated value of the se* 
curities in their possession (which they are required to account for to 
the estate) shows the surplus of securities remaining in their hands as 
an available asset of the estate. 

The schedules supporting these items on the Statement of Affairs, 
are required to be much more replete with information than the sched- 
ules supporting the Balance Sheet of a ''going concern;^' for while the 
latter usually require little more than the ledger folio, name and bal- 
ance of each account, in the schedules of creditors accompanying a 
Statement of Affairs it is necessary that full information of the nature 
and particulars of each claim, the manner in which the same is secured, 
the particulars of the security and the balance, the unsecured portion of 
the claim, or surplus of securities as the case may be, should be stated 
in separate perpendicular columns preceded by the names and addresses 
of the respective creditors, which should be arranged in alphabetical 
order and numbered consecutively as well. 
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The liabilities of an insolvent estate are usually ascertained both as 
to character and amount with slight delay, little difficulty and reason- 
able accuracy. The assets, however, present quite a different problem, 
and apart from the cash in bank (which is generally but a small item), 
the surplus of securities in the hands of responsible creditors, book ac^ 
counts known to be good for their full amount, and investments of a 
readily convertible or negotiable nature, all other, and in general the 
greater part of the assets, have to be regarded under two distinct val- 
ues, (1) the nominal value, and (2) the actual value, which latter is at 
best but an estimate of what they are likely to produce, based upon the 
testimony of the debtor and such further confirmation by expert opinion 
as may be available. 

It is necessary to regard the nominal values, for the reason that 
they are the values to be liquidated, and to the extent that they fail to 
realize their stated amounts, the shrinkage has to be separately ac- 
counted for and represents the difference between the value of the assets 
on the basis of a ''going concern*' or as carried by the debtor upon his 
books, and the value which they produce at ''knock-down prices.'' 

In a Statement of Affairs, therefore, both nominal and actual val- 
ues of assets are displayed. The former serves to preserve the connec- 
tion between the statement and the financial books, as well as to indi- 
cate the probable shrinkages incident to realization; the latter value is 
that which really counts and is added up on the statement. 

The schedules which are required to be filed by an insolvent debtor 
under the laws of the various states, consist of simple running sched- 
ules of assets and liabilities, giving the names and addresses of the 
creditors and debtors, the amount of the claims owing to or by the same, 

and an inventory of the stock-in-trade and other properties in the pos- 
session of the estate at the time it is turned over to the assignee, re- 
ceiver or other trustee who may act as liquidator. These schedules are 
not required to be brought together into a summarized statement capa- 
ble of displaying the state of affairs at one view, but are so primitive 
in construction that, from an accountancy standpoint they cannot be re- 
garded as possessing any technical arrangement or fulfilling more than 
the barest necessities of the case. 
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Indeedi it seems to have been the object of the courts to depart as 
little as possible in all matters of accounts from the simplest and most 
primitive forms and altogether to disregard the progress that has been 
made in the science of accounts within the last four centuries; it may 
be that they are apprehensive that the introduction of technical forms 
recognizing the principle of double entry and the significance of debits 
and credits would be prejudicial to public policy, by placing- matters of 
accounts beyond the comprehension of the layman. It is, however, gen- 
erally conceded that accounts requiring skill in their preparation, and 
displaying technique in their arrangement can nevertheless be readily 
understood and the essential facts they embody be clearly apparent to a 
mind entirely incapable of appreciating the method, skill and pains- 
taking regard for detail that were necessary to their preparation. 

The Statement of Affairs we have described, is (at least in the 
United States) a free or non-official form, but has been frequently used 
to great advantage in displaying the condition of complicated and in- 
volved estates, where circumstances existed of such a nature that the 
official schedules were of little or no value as a guide for the creditors 
in determining their interest and procedure. 

It is, however, the official form adopted by the English Boards of 
Trade, and English bankruptcy laws have for years required a State- 
ment of Affairs so prepared, to be filed by every insolvent debtor. The 
Bankruptcy Act, 1883 (46 and 47, Vict. c.S2), which is amended in some 
details by the Act of 1890 (S3 and 54 Vict, c 71), inter alia^ also require 
a Deficiency Account, where possible, to be prepared with every State- 
ment of Affairs. 

The rigid exactions of the English bankruptcy laws respecting the 
statements and accounts which an insolvent debtor is required to produce 
and file, contrast strongly with the varied and, in most instances, scanty 
requirements that characterize insolvency proceedings in the United 
States, and the extraordinary opportunities for dishonest failures that 
consequently exist here, when compared with the condition of things 
that obtains in nearly all other countries. 

It is true that our Courts show every inclination to set aside assign- 
ments and enjoin proceedings where obvious fraud has been proven, but 
in most of such cases the debtor not being required by law to submit 
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any adequate evidence of his good faith, and having* had ample oppor- 
tunity to conceal or destroy any evidence that mig-ht be discovered 
against him, these proceedings are generally limited to the concern of 
some one creditor, the extent of whose interest goaded him to the costly, 
and ofttimes impossible, task of legally proving a fraud which was 
morally most palpable. 

There have been many attempts to institute a uniform Bankruptcy 
Law throughout the United States, and make due provision for pro- 
tecting alike the interests of creditors and of the honestly unfortunate 
debtors. The subject has been agitated from time to time, but only to 
subside and leave us with nothing better than the conflicting and varied 
laws of the different States, none of which appear to have duly con- 
sidered the importance of adequate and systematic accountings and while 
seeking to establish many excellent points of LAW, seem to have totally 
disregarded the only means for establishing the points of FACT by 
which alone the law could be enforced, and the rights of all parties 
protected. 

We regret, therefore, that no such papers as a Statement of Affairs, 
and a Deficiency Account, are in anywise legally identified with the in- 
solvency laws of the United States, although the principles expressed in 
these forms are known the world over, and accountants in the United 
States are frequently retained to prepare such statements by the cred- 
itors of insolvent estates. 

In the absence, therefore, of any form that we can call our own, and 
recognizing the peculiar succinctness, expressiveness, comprehensive- 
ness, and general excellency of the English form of Statement of Affairs 
and its accompanying Deficiency Account, we reproduce them here, 
(see page 116.) 

It will be observed that, as in the English form of Balance Sheet, 
the liabilities are stated on the left-hand side and the assets on the 
right-hand side, and, although we are disposed to reverse these posi- 
tions on the Balance Sheet, we are also disposed, for the following 
reasons, to leave the same arrangement undisturbed upon a Statement 
of Affairs. 

In the preparation of a Balance Sheet the normal condition that 
obtains is one of solvency (an excess of assets over liabilities), and the 
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order in which the mind naturally engages in contemplating* its opposing 
elements is to regard first the assets (or greater amount), and thereafter 
the liabilities (or lesser amount), so that in departing from the technical 
form of Balance Sheet and the consideration of sides, and adopting the 
report form, it is customary to first enumerate the assets and total them, 
and next and under the assets, to enumerate the liabilities, and deduct- 
ing the total thereof from the total of the assets above them, to show 
the Capital or Surplus as the difference or remainder. 

However, in the preparation of a Statement of Affairs, the in- 
variable condition that obtains is one of insolvency (an excess of 
liabilities over assets), and the order in which the mind naturally en- 
gages in contemplating its opposing elements is to regard first the 
liabilities (or greater amount), and thereafter the assets (or lesser 
amount), so that in departing from the technical form of a Statement of 
Affairs and the consideration of sides, and adopting the report form, it 
would be necessary to first state the liabilities and total them, and next 
and under the liabilities to state the assets, and deducting the total 
thereof from the total of the liabilities above them, to show the De- 
ficiency as the difference or remainder. 

This consideration is even more obvious in a Statement of Affairs 
than in a Balance Sheet, for, whereas in the latter a greater degree of 
equality attaches to the certainty of values on either side, in a Statement 
of Affairs the element of certainty as to value attaches almost exclusively 
to the liabilities, while the assets are only expected to produce the 
values set against them, and it is but natural that known quantities 
should be first established before unknown quantities are specu- 
lated upon. 

As a Statement of Affairs, therefore, is prepared generally in con- 
templation of its use in insolvency proceedings and, although not an 
official paper in the United States, is liable to come under official 
scrutiny, the fact that the law provides that in all official schedules of 
insolvent estates the liabilities shall be stated first and the assets there- 
after, it would seem advisable to disregard any debit and credit signifi- 
cance to the sides of the Statement of Affairs and consider the left-hand 
side as the First, the summary of the schedules of liabilities, and the 
right-hand side as the Second, the summary of the schedules of assets. 
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thereby conforming in this particnlar to the requirements of the conrts, 
and, at the same time, taking advantage of the technical form of state- 
ment, to display the liabilities and assets simultaneously on opposite 
sides and indicate the cross references, contra deductions, and similar 
features that materially add to the clearness and expressiveness of a 
statement so prepared. 

Another point of contrast between Balance Sheets and Statements 
of A£Fairs is, that while a Balance Sheet is a summary of Balances of 
ledger accounts inseparably identified with the law of debits and credits 
governing the values of the accounts themselves, a Statement of Affairs 
is a summary of schedules of obligations and assets which may or may 
not be recorded in ledger accounts, and are seldom exclusively so 
recorded. Taking into consideration the numerous qualifying elements 
to a Statement of Affairs which are entirely extraneous to the books of 
account and have regard for circumstances as well as for pecuniary 
transactions, the consideration of the sides of a Statement of Affairs in 
less technical light with respect to debit and credit than would appear 
warranted or necessary in the case of a Balance Sheet, and construeing 
it as a skillfully designed summary of schedules, each possessing its own 
peculiar characteristics and conveying a distinct purport, would seem to 
do no violence to any law or principle of accounts. 

However, the same argument by which the English accountants 
justify the sides upon which the assets and liabilities appear upon their 
form of Balance Sheet is also advanced in support of a similar arrange- 
ment upon a Statement of Affairs, and to the extent that the principle 
involved would appear to be a necessary consideration (in the absence 
of a construction peculiar to a Statement of Affairs that would justify 
the reversal of the sides) it would also obtain — but these are considera- 
tions which it is unprofitable to lay any stress upon until some form of 
arrangement of statements of insolvent estates becomes either official, or 
established by usage in the United States. 

A most interesting paper on this subject appears in the June 17, 
1893 number of the "Accountant," which treats so ably with the funda- 
mental principles involved that we reproduce it in full, feeling assured 
that its perusal will prove not only interesting but highly instructive to 
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any accountant whose practice has to deal with insolvent estates in any 
country. 

•'CHARTERED ACCOUNTANTS STUDENTS' SOCIETY OF 

LONDON, 

"Statements of Affairs and Deficiency Accounts. 

**By Mr. C. R. Trevor, F. C. A. 

''A Meetings of this Society was held at the Institute's Hall, on 
Wednesday, 12th April, 1893, Mr. W. A. Stone, F. C. A., presiding, 
when the following" paper was read by Mr. C. R. Trevor, F. C. A. 

''For the choice of the subject on which I am to address you this 
evening I am indebted to the Committee of your Society, who, having 
seen the programme of the course of educational Lectures which I have 
had the honor to deliver at the Owen's College, Manchester, selected this 
and another subject therefrom, and invited me to address you upon one 
of them. 

''The subject will not, I fear, admit of ornament or enthusiasm, nor 
is it one of those commanding practical ones which will engage the 
interest of honorary members in earnest or deliberate discussion. 

"In defining a Statement of Affairs, I can most conveniently give 
you my views of its character by showing in what respects it must be 
held to differ from a Balance Sheet. 

"First, as to what it must contain, and, secondly, as to the sources 
from which its material must be obtained. 

"First — I define a Statement of Affairs to be a complete and care- 
fully arranged document showing : (a) all the liabilities, actual, pro- 
visional and contingent, and whether those liabilities are in any way and 
to what extent secured by the deposit or casual holding of securities of 
any kind, or by legal equitable mortgage of property or effects of any 
description; and (b) all the assets according to their nature, condition or 
localization, set out on fixed principles of valuation, which should be 
stated therein, and distingxiishing those which are free from encumbrance 
or charge, and consequently available to meet the general liabilities, 
from those which are subject to charges, which must first be provided 
for out of their proceeds before there can be any addition therefrom to 
the general realization; as also those which are in the custody, power or 
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control of other persons than the teal owners, and of which there remains 
onlj the right of redemption to be counted as an asset. 

**Secondlj — ^It will be evident that the investigfation necessary to 
answer these requirements must carry us beyond the ordinary book- 
keeping; and, whilst the books must be exhaustively used as far as their 
contents will aid us, we shall soon reach a point where other information 
will be necessary, and we shall have to consider by what means we can 
obtain evidence to confirm or otherwise the completeness of the books, 
and to supplement their records. 

*'Upon the completeness and accuracy of this evidence will depend 
the completeness and accuracy of our Statement of Affairs as regards the 
allocation of creditors unsecured, wholly or partially secured, the free or 
encumbered assets, and the outlay or expenditure which may be necess- 
ary to bring them into a condition for realization. 

<«The mode in which all these questions must be answered, and the 
manner of obtaining evidence upon them, can only be taken up in detail 
in connection with the special character or purpose of the Statement of 
Affairs. 

•'This I divide into ^^nan-oficiaP^ and ^^oficial^^ or I might otherwise 
entitle them */fw" and ''statutory.'' 

•*The ''n(m.OjficiaV' or ''free*' Statement of Affairs is that which is 
for private and not for public use, in the form of which the accountant 
is free to use his discretion, so as to set out in the most lucid and intelli- 
gible manner the materials he has to deal with in the way of grouping 
or description, as distinguished from the statutory or official forms 
prescribed by the Bankruptcy and Companies' Liquidation Acts. 

••The former may be chiefly brought into use under the following 
circumstances: (1) In an investigation for the purpose of ascertaining 
and reporting on the position of a trader or firm with a view to the 
satisfaction of an incoming partner; or (2) for the purpose of ascertain- 
ing a trader's or firm's position for the satisfaction of bankers or special 
creditors; or (3) for the purpose of a meeting of creditors of a private 
character with a view to a settlement by assignment or composition 
outside of the sphere of the Bankruptcy Court. 

•'In many, probably in most, of these cases, the form of a Statement 
of Affairs will be found more suitable than a Balance Sheet, indeed, i* 
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may be the only form in which the position of affairs can be suitably 
set out For I understand the title ^^Balance Sheet** to convey that it is 
founded upon a complete balancing of books kept by double entry, or, at 
least, kept in such a manner that the results can be safely and readily 
adapted to double entry form, and Capital and Profit and Loss Accounts 
deduced therefrom, upon which reliance can be placed without danger 
to the interests of parties to a contract on either side, when dealing 
with a business on the basis of a ''going concern/* 

''The three circumstances for which I have suggested the form of a 
"Statement of Affairs'* to be suitable may be taken up together for 
the general character of the detail: 

"/^/rs/, as to the Liabilities. — It will devolve on the accountant to 
satisfy himself that all these are recorded in the books as far as they 
could show them, or to the date to which the books purport to be written 
up. If this cannot be fully accepted, or as a supplement to, or confirm- 
ation of the books, invoices, statements. Order Books, and Goods 
Received Books should be examined, at least during the last or current 
month or quarter, as recent or incomplete transactions might easily be 
overlooked through their not having reached the stage at which they 
would come imder the cognizance of the book-keeping department. 
Naturally, the accountant would see that rents, rates, taxes, gas, water, 
mortgage interests, and any other fixed or periodical charges were 
brought in from the date of their last maturity as accruing from day to 
day. If any of these have run into arrears, there may be in the books 
no clue to their existence, and only careful inquiry, or the casual dis- 
covery of papers, may bring them to light. I have known chief rents 
and ground rents allowed to remain in abeyance for years, the owners 
considering that, in any event, they were amply secured by the property 
upon their land, and the tenants looking upon them as claims which 
could be left out of consideration as long as they were not pressed for 
payment. 

*^ Contingent Liabilities demand careful inquiry and investigation. 
These may arise in a going concern from: 

"(a) Bills discounted, the acceptors of which may have failed, or be 
of doubtful position, or from endorsement of trade bills which have been 



122 STATEMENT OF AFFAIRS. 



passed through without much knowledge of the parties to the bills, or 
the transactions from which thej have arisen. 

'^(b) Uncompleted contracts which have become unprofitable 
through fall or rise in values of commodities, and which may have been 
left in abeyance by one side or the other or both, in the hope of favor- 
able turns in prices, or in building contracts from inability to complete 
or maintain works for a time, or from imperfections in work only brought 
to light after possession had been taken. 

**(c) Covenants under leases of buildings or of lands to maintain or 
leave in prescribed condition of repair or annual value. 

*'(d) Guarantees on suretyships entered into on behalf of others, 
which could have no record in the books, and would only become claims 
on failure of discharge by the persons on whose behalf they were given. 

^^ Disputed Claims are often the occasions of much difficuly, as the 
accountant can usually have only one side of the case, and unless he can 
ascertain conclusively the grounds of contention or resistance of the 
other side, he can only assess their value according to his best judgment 
on such evidence as is within his reach. It would, however, be the safe 
course to discount somewhat the leaning to make light of the opponents 
case and to estimate such claims rather in excess of the representations 
of those on whom they are made. 

**The allocation of creditors holding security will, of course, depend 
upon the mode of valuing such securities — to be spoken of afterwards. 

'^Nezt, I refer to the Assets. The books should at least show the 
debts owing to the business; but there might, on this side, be deliveries 
or works uncompleted. Also, the debts should be reduced to net value 
by deduction of any Trade or Cash Discounts to be allowed on settle- 
ment, or Allowances which may be claimed. In some manufacturing 
businesses these are frequently heavy and uncertain, and some margin 
in such cases must be provided. Then comes the question, always diffi- 
cult for an accountant, of classification, as Goody Doubtful^ or Body in 
which length of standing would at least lead to enquiry and would 
supplement any personal or local knowledge of persons. The account- 
ant may here be able to assist his clients by his opportunities for obtain- 
ing confidential information or opinions of the standing of debtors. In 
most cases it would be safe to allow a percentage for loss over and above 
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known weakness, especially where the debts are small or widespread, or 
long credit is given, or where, in the nature of the business, disputes 
are likely to arise, 

**The value of Stocks should be verified by a practical valuation or 
inspection, if the circumstances will allow of this being obtained. In 
the case of an incoming partner there may be practical knowledge by 
which the accountant should be relieved of responsibility, except as 
regards the arithmetical accuracy of the figures. In the case of an 
investigation for a special creditor the accountant should seek authority 
and permission to obtain a practical opinion upon the general inspection 
of the Stock Book, but where the circumstances would not permit of 
this, he must clear himself of a responsibility which lies beyond the 
scope of his actual knowledge by the most careful enquiries as to cost or 
current or selling values, and must report the extent to which his 
responsibility must be limited. 

**The value of Plant and Machinery should in all these cases be 
proved by valuation either made for the occasion or of recent date. 
The amoimts standing in the books (if any) are often little to be relied 
on. If, however, they represent actual cost, which can be proved, and 
have been properly reduced by depreciation, they may be sufficiently 
reliable for the purpose of our first and second occasions. In the case 
of a statement for a private meeting of creditors, most generally time 
would not admit of valuations being made for the occasion, but for the 
purpose of a composition a committee of practical creditors would most 
likely be appointed to look into and report to a subsequent meeting on 
the value of assets generally and the sufficiency of an offer. 

*'In all such cases the fitness of Plant and Machinery for the 
purposes of the business in the face of new inventions and improvements 
is an important consideration most difficult to reduce to exact proportions. 
Hypothecation of Stocks or Goods held in own or other business premises 
sometimes comes to light under such circumstances. Careful enquiry 
under this head is necessary to avoid the consequences of concealment 
which may be resorted to in order to bolster up a favorable position of 

affairs. The Stock Accounts will often include goods held by other 
parties lor the purposes of the business as goods with bleachers, dyers, 
or finishers in the textile trade, which, in the case of a suspension. 
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would be retained to cover debts on ctirreitt account and only released 
on full discharge of all claims, whether admitted or disputed. Also, 
goods in transit would be subject to detention to cover claims for carriage 
of those goods or previously owing. 

'^he existence of accommodation bills in cases of tightness or the 
need of assistance sometimes arises. These require close investigation, 
the more so as those who have entered into such shady transactions 
usually look on them as only temporary makeshifts which will speedily 
right themselves, and desire to conceal their character, endeavoring to 
pass them off as ordinary transactions. Experience proves that they 
are very frequently the beginning of an end, and they give a very 
unfavorable aspect to affairs in which any tightness or difficulty has 
been manifested. 

*'In the case of a statement of affairs for a private meeting of 
creditors, it is highly advisable that time should be allowed for getting 
in from the creditors statements of their claims for verification by the 
books or from other sources; and, where doubt exists, to ascertain 
whether claimants are really creditors in fact, or only contingent or 
disputed. Also it is important that creditors holding any sort of secur- 
ity should be requested to give particulars thereof, and to state the 
value they put upon it. If they can be induced to give this information 
the preparer of the statement will be greatly assisted in the classification 
of creditors as wholly or partially secured, which will have an important 
effect in bringing out the comparative totals of liabilities and assets. 
The contingency of a * 'break-up*' must also be considered, and as far as 
possible an estimate should be formed of the probable depreciation in 
realization of stocks, plant, and fixed assets in such a result. If possible, 
an alternative statement showing how liabilities would be increased 
and assets reduced should be prepared, as not only would reduction in 
selling value result, but also creditor's securities and their allocation 
would be affected, and the liabilities might be greatly increased thereby 

' 'Claims for wages, salaries, rents, taxes, and rates must be con- 
sidered in such a contingency as likely to be increased, and full pro- 
vision for such increase must be made and their preferential position be 
recognized according to the terms of "The Preferential Payments Act" 
by deduction from the value of the assets prior to distribution. Rent 
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payable in advance is often an important item as reducing- the available 
value of assets. 

*'An accountant called in to prepare such a statement should be 
careful to hold himself independent of any special interest on behalf of 
a debtor or any particular class of creditors, and should seek to estimate 
every item at its fair value in view of its realization, whether as a going- 
concern or in view of a break-up. 

**The ^official' or ^statutory' statement of affairs must be in the 
forms prescribed by the General Rules issued under the Bankruptcy Act 
of 1890, and dated November 26, 1890, as regards bankruptcies, and by 
the General Rules made pursuant to section 26 of the Companies' (Wind- 
ing-up) Act, 1890, and dated November 29, 1890, as reg-ards companies 
going* into liquidation under that Act. 

'^The first is found at page 28 of the Bankruptcy Rules, and must 
be verified by a form of oath to be sworn by the bankrupt, in which he 
avers that the statement and the several lists accompanying it are to 
the best of his knowledge and belief a full, true, and complete statement 
of his affairs, the columns and headings of the lists or schedules con- 
taining- sufficient directions for filling* them up, and each list must be 
separately signed by the bankrupt and dated. 

««Under the liabilities the following points require attention: 

'^First — ^The date of contraction, and the consideration for each 
debt must be stated, also as regards securities, the dates when given, 
and the estimated values and the particulars of bills of exchange and 
promissory notes held by creditors. 

'^Second — ^Under Schedule D, liabilities on bills, there is a column 
headed 'Accommodation Bills', in which the amoimt of each must be 
inserted separately from the column 'Other bills', but no explanation of 
the terms or nature of the accommodation is here asked for. 

**Third — ^There is a separate schedule for 'Contingent or other 

liabilities', in which full particulars of all liabilities not otherwise 

scheduled must be given, with the date and nature of liability. All 

contingent liabilities, which I have previously referred to, would come 

inhere. 

* 'Fourth — ^In Schedule G, preferential creditors, provision is made 
for part of the liability only ranking as preferential, and the rest as 
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ordmar7 or unsecured. This would provide for the case of salaries or 
wages owing beyond the limits of the Preferential Payments Act, also 
for rates and taxes not within the provisions of that Act. 

'^Under the assets there are many heads which appear separately on 
the front sheet, and are again enumerated under Schedule II, ^Property', 
as defined by section 68 of the Bankruptcy Act, 1883. 

^^Schedule I is to contain debts due to the estate, giving, besides 
the date of contraction, the folio of ledger or other book where partic- 
ulars are to be found, and particulars of any securities held for such 
debts* Both the amounts due to creditors and those due by debtor are 
to be taken net after deducting any contra claims. 

^^Schedule I is to contain Bank of England promissory notes, etc., 
available as assets, with particulars of any property held as security for 
payment. 

**The forms allow no space for insertion of particulars of assets, such 
as stock, machinery, life policies, &c., nor for showing dn what princi- 
ples, or on what authority their value has been ascertained. It is the 
debtor's place to fill up this statement, or to have it filled up for him, 
and the Official Receiver has power to allow a small sum to be paid out 
of the estate for the services of an accountant in filling it up, if the po- 
sition of the debtor and the nature of his business justify it. 

**Many points contained in this form are suggestive of such expla- 
nation as is highly desirable, but not always given, in statements pre- 
pared for private meetings, and I would earnestly commend these points 
to notice in the preparation of the 'non-official' statement which I have 
already described. 

'Xife policies require a careful ascertainment of all particulars, 
such as name of office, date, term (whether whole life or endowment), 
premium, when and how often payable, also whether during whole life 
or ceasing at a certain date, the present age of the assured, and the 
amount of bonuses added. A rough-and-ready mode of valuation has 
sometimes been adopted, by taking one-third of the premiums paid, but 
this is by no means a safe estimate; as the scale of surrender values 
given by offices varies, and the duration of the policy greatly affects 
the ratid of its value to the premiums paid. 
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"The preferable course is to obtain from the insuring office its own 
certificate of the surrender value of the policy and bonuses attached to 
it. If this cannot be obtained, the following mode of a fair average 
valuation should approximately agree with that of the offices. Ascer- 
tain the expectation of life according to the Life Offices Tables, then 
by the second of Smart's Five Tables contained in In-wood or Jones on 
Annuities. The present value of one pound due at the end of so many 
years, which, multiplied by the number of pounds assured by the pol- 
icy, will give the present value of the policy, if no future premiums 
had to be paid. If the policy be for whole life, the expectation will give 
the number of yearly premiums to be provided for, or if the number be 
limited, and less than the expectation, the present value of one pound 
per annum for the number of years will be found by Smart's Fourth 
Table, and this multiplied by the number of pounds in the yearly pre- 
mium will give the present value of the premiums, which, deducted 
from the present value of the policy, will give the net present surrender 
value. 

"There may, of course, be other factors to be taken notice of, which 
cannot be described here, but which must be carefully brought into ac- 
count. I am giving these hints from an accountant's point of view, in 
the absence of assistance from an actuary, which should, of course, be 
sought in complicated cases. 

"The forms of statement of affairs under Companies' Liquidation 
are contained at pp. 54 and 56 of the Rules. Theirs/, as regards cred- 
itors, corresponds almost entirely with the form for bankruptcy, the only 
difference being in the introduction of matter only applicable to com- 
panies, viz.: Loans and debenture bonds, which, ^\\k^ preference credit- 
ors, must be deducted from the assets as the first charge thereon. Also 
unpaid calls for List K. The second is, as regards contrihutories^ show- 
the capital issued and allotted under the several titles of Founders', Or- 
dinary, and Preference Shares, to be set against the estimated surplus 
(if any) after providing for the claims of creditors. 

"Both statements must be attested by an affidavit of some person 
who is held responsible to give the information by Sect. 7 of the Com- 
panies (Winding-up) Act 1890. 



Y 
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'Xists of shareholders of every class must accompany the State- 
ment II. in the forms of Schedules L, M, and N. 

Deficiency Accounts. 

'*The complement of a Statement of Affairs, at least for a meeting 
of creditors where deficiency may appear, is a Deficiency Account, just 
as the complement and proof of a Balance Sheet are the Profit and Loss 
and Capital Accounts, or vice versa. This is recognised in the Bank- 
ruptcy Act 1883, which requires the trader or debtor to file both ac- 
counts. In the Deficiency Account, the trader debits himself with the 
amount of his deficiency and shows on the credit (right) side of the 
account, how he and his books account for it, i. e., he takes credit for 
losses, expenses and expenditure. On the debit (left) side of the ac- 
count his deficiency will consist not only of the amount by which his 
liabilities exceed his assets, but he must also include his capital and 
profits. This account is an excellent book-keeping exercise. The 
questions which arise in the preparation of it give scope for a thought, 
f ul application of principles. The Statement of Affairs, according to 
the prescribed form, also according to just and sound principles, neces- 
sarily has the liabilities on the left or debit side, because a man must 
debit himself, or his estate, or his affairs, with the amounts which he 
owes; and on the right side he takes credit for his assets at their 
supposed or realizable value. Hence the excess of indebtedness is on 
the left (debit) side, and comes down as a debt balance on closing the 
statement, after having put the amount on the credit to equalise the 
sides. Thus: 



LiabiliUes, • • ;f25,000 



AsMta, ;C10,000 

Deficiency carried down, 15,000 



;f 25,000 

* The Deficiency Account must consequently commence on the debit 
side with the balance 'brought down', e. g.: 

'To Deficiency aa per Statement of Affairs, • • ;Cl5,000 
Capital at the commencement of the trading, 10,000 

Profits of the first year, 1,000 

;C26,000 

* 'Which amount must be accounted for by the particulars to be con- 
tained on the opposite (credit) side. If the books have been correctly 



<« 
«< 
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kept and completed by double-entry, they would, on closing* entries be- 
ing* put in, furnish all the items required to complete that side of the 
account I will now continue the account by supposing the items which 
might probably or possibly come in in such a case as our debit side of 
the Deficiency Account has supposed. 

"We have ^26,000 to account for, as follows: — 

"Or. 

**Bj Loss in trading, 2nd year, £ 500 

do 3rd year, 1,500 

Loss by fire not covered by insurance, • . • 5,000 



'* Bad debts, 5,000 

■ 

" Losses on joint ventures with I., K. A Co., . . • 5,000 



u 
ti 



stock Exchange losses, 1,400 

Household and personal expenditures (3 years), . 3.600 o 
** Preferential liabilities in respect of rent, rate, etc., 

in advance, 250 

" Depreciation in valuing assets for Statement of Affairs: — 

Stock, 1,000 

Plant. 2,000 

Pebts, 250 

** Embezzlement of Cashier, 500 

Total, ;C26,000 

''I need not comment on the recklessness and extravagance of such a 
case as this Deficiency Account would disclose, unhappily in its parts it 
is not without precedent, although, perhaps, not so as a whole. For 
such cases, the Bankruptcy Court provides the proper treatment, and a 
public prosecution the proper tribunal. 

**The Accountant** of March 4, 1893, refers to a statement by Mr. 
Regestrar Linklater, in which he charges accountants employed to 
assist a debtor in preparing his accounts with 'putting in figures to 
balance the account, which, in many cases, were unreal.' This is cer- 
tainly a serious charge, and one which, if proved, would merit severe 
condemnation. We can all readily imagine, if we have not seen for 
ourselves, the difBculty in which a debtor finds himself when he has 
kept no regular record of his expenditures, and his books are not 
sufficient to show whether he has been making profits or losses. The 
only fact before him is the reality of the deficiency, but to the source 
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and successive stages bj which it has been reached he has nothing to 
gvdde him. He calls to mind in a general way Ihat he had such and 
such losses, and has spent mone j in certain directions, but cannot teU 
how much. The accountant can only use such information as the 
debtor gives him, and whilst showing him how much has jet to be ac- 
counted for, urge him to call to recollection the times and circumstances 
which may assist him in fixing the amount. No accountant who has a 
character to maintain would go beyond this, and it seems unjust to 
make a sweeping charge against a body of men whose business and 
habit is to ascertain facts, and to present them in their true light, with 
acting falsely to their profession. Only absolute proof would justify 
such a charge against an individual, and even then truth could not 
condemn all the flock for the wandering of one black sheep. 
Let our motto always be, 'Be just and fear not.' '' 



A vote of thanks was given to the lecturer, and a similar compli- 
ment having been paid to the chairman, the meeting terminated. 



TRADING AND PROFIT AND LOSS 

ACCOUNTS. 



^ 
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The two main pttrposeSi for which accounts are kept, are to period- 
ically ascertain, (a) the profit or loss made or sustained during the 
period marked and (b) the amount of the surplus or deficiency, or in 
other words, the extent of solvency or insolvency at its conclusion. 
These subjects sustain the relationships respectively of cause and effect 
and, apart from the introduction of additional capital or the withdrawal 
of capital and earnings, will exactly correspond, inasmuch as the increase 
of surplus or decrease of deficit is equivalent to and the result of profit, 
and the decrease of surplus or increase of deficit is equivalent to and the 
result of loss during a specified period. 

Consequently, the facts and results of each fiscal period, ascertained 
by means of the books of account, are given expression with respect to 
both considerations, and form what is known as a ''business and financial 
statement"; the ''business statement", entitled Profit and Loss Account, 
is a resume of the nominal accounts which deal with the general prin- 
ciple of revenue; the "financial statement", entitled Balance Sheet, is a 
compilation of the real accounts treating with the general principle of 
capital. 

The "business statement" which is the subject under consideration 
may assume a simple or an elaborate form according to the number of 
elements which it contains and the few or many separate accounts that 
are maintained therefor. 

In addition to showing the details that contribute to it, under the 
headings of separate accounts, not only the judgment and skill exercised 
in distributing the items among the accounts composing it but also the 



134 TRADING AND PROFIT AND LOSS ACCOUNTS. 



dassificatioii and arrangement of the accounts in the statement itself 
will materially add to its efficiency and capacity for displaying* many 
important generalities. 

While, therefore, the details of account peculiar to the various classes 
of business, necessitate a separate study in each instance for the purposes 
of determining their distribution among accounts best calculated to 
represent essential and convenient elements of revenue, in bringing 
them together into a periodical statement, the arrangement which they 
are ultimately to assume and the consequent form of the statement 
should be also a matter of careful selection, with the view to giving 
expression to the following facts: 

(1) The volume of business done or the proceeds arising from the 
transactions in each of the several departments that may be compre- 
hended in the business* 

(2) The amount of expenditure or outlay in each of the said depart- 
ments. 

(3) The surplus of the proceeds over the expenditure or the excess 
of the expenditure over the proceeds, as the case may be, of each depart- 
ment, and of the several departments collectively. 

(4) The general expenditures not directly appertaining to any 
particular department nor forming an element of cost^ but relating to 
the conduct and management of the business in its entirety and consti- 
tuting a general offset to or charge against the profits thereof. 

(5) The ultimate profit or loss resulting from the business which 
may be fairly regarded and stated as its earning power^ before being 
qualified by the consequences of excessive or insufficient capital for its 
needs and the consequent income or expenditure occasioned by purely 
financial transactions, e. g., interest upon borrowed capital, or division 
of the profits among the proprietors and inter se adjustments, including 
interest on partners' capital, salary allowances to partners, etc 

In the preparation of a revenue account^ therefore, in order that it 
may fulfill the foregoing purposes, it is necessary to make a series of 
rests dividing it into sections, each of which being balanced and the 
balance brought down marks a successive stage in the progression of the 
subject and the completion of a material generality which it is desirable 
to distinguish, and beyond fulfilling the primary object of ascertaining 
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the amount of ultimate profit or loss show the causes resulting* in such 
profit or loss so classified with respect to the principles g'oveming' their 
consideration and their successive dependence and development as to 
afford means of comparing^ the corresponding* items and results of various 
periods with a view to the ascertainment of how income may be increased 
and expenditure reduced or, on the other hand, why income has become 
reduced and why expenditure has increased. 

The advance upon purchase price necessary to charg-e for remimer- 
ative return, when realized is known as ^ 'gross profit" and the section of 
the revenue account which shows the amount thereof is called the 
^'Trading' Account" and comes first in order, and while it is credited 
with the total proceeds, the charges thereto include not only the strict 
purchases but such other trading* charges in addition as may, tog'ether 
with the purchases, compose the total cost upon which the trader com- 
putes the advance in determining the selling price. 

Where but one Trading Account is conducted it may deal exclusively 
with opening inventory and purchases as charges^ and sales and closing 
inventory as credits^ and all other charges and credits appear in a follow- 
ing section or Profit and Loss Account; but where several Trading 
Accounts are maintained for different departments respectively, it is 
customary to charge to each all expenditure that can be specifically 
applied to each, in order that the profits or losses strictly derivable from 
each department may be shown. 

However, if the charges to a departmental Trading Account include 
items not composing part of the cost upon which the advance is com- 
puted (and although strictly appertaining to the department and essential 
to carrying it on partake of the nature of expense and therefore not uni- 
formly increased or diminished by the volume of business transacted in 
that department), it may be expedient to first charge against the proceeds 
the elements regarded as cost in order that first the * 'gross profit" 
(which would vary in proportion to the volume of business, and maintain 
at all times an approximately uniform percentage to the cost) would be 
shown by balancing the account and bringing down the balance and, 
thereafter, in a second section of the same Trading Account the other 
charges and the approximate "net profit" of the department would be 
shown carried to Profit and Loss, subject to such further deduction as 
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might repreaent the imdetermmable proportion in which it drew upon 
the general facilities of the business. 

From the foregoing it is evident that the elements composing a 
Trading Account should be kept in separate accounts in the ledger and 
that the prevailing custom of keeping a general merchandise account 
charged indiscriminately with purchases, return sales, wages of manu- 
facturing hands, freights, duties, and similar items, and credited with 
sales, return purchases, and cancellations of various items previously 
charged, necessitates a detailed analysis of said account and a re-dis- 
tribution of the items it contains under various headings, before the 
exact sums of the aggregate amounts composing the Trading Account 
can be ascertained and enumerated. 

A separate purchase account, or if several departments are main- 
tained a separate purchase account for each, should be opened in the 
ledger, should be charged with purchases and credited with all returns 
and allowances thereof, in order that the net amount of the purchases 
may be shown by the balance of the account and be transferred in the 
correct amount to the Trading Account. In like manner, a separate 
sales account, or if several departments are maintained a separate sales 
account for each, should be opened in the ledger, should be credited 
with the sales and charged with all returns and allowances thereof, in 
order that the net amount of the sales may be shown by the balance of 
the account and be transferred in the correct amount to the Trading 

Account. 

All other accounts which are to be included in the Trading- Account 

should be made the subjects of separate ledger accounts, in order that 

the balances thereof may be transferred to the Trading Account in proper 

classification and order. The inventories of stock-in-trade at the 

commencement and conclusion of the fiscal periods should be charged 

and credited respectively, to the Trading Account direct. 

The Profit and Loss Account may comprehend the entire subject of 

a "business statement", in which case the Trading Account will form 

the first section without any distinguishing title, or, if the Trading 

Account be separately distinguished or comprise several departmental 

accounts as previously described, the title * 'Profit and Loss Account" 

is given to the second and following sections. It is credited with the 
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gross profits from the Trading Account or the credit balances from the 
departmental accounts and such other sources of income in addition 
thereto, as may arise within the scope and normal transactions of the 
business, per se; it is charged with all those items of expenditure which 
relate to the general carrying on of the business, and any losses sus- 
tained inevitable to the risk peculiar to the business and which may be 
fairly regfarded as a charge thereto. 

The balance thus arrived at, representing the profit or loss irrespect- 
ive of extraordinary causes, fluctuations in the amount of capital, or the 
effect of purely financial transactions, is brought down into the next 
section and composes the first item therein. 

The elements which have been hitherto excluded are herein dealt 
with; the income from surplus capital invested in securities, the interest 
on borrowed capital, the profits or losses arising from speculation foreign 
to the business proper, interest on partners' capital and salary allowances 
to partners as conditions governing the division of profits between them 
or, in the case of corporations, redemption fund and general reserve 
charges, dividends declared and similar items constituting measures of 
financiering and division or other disposition of surplus. 

This division of the Profit and Loss Account into two sections sub- 
serves two important uses; (1) it discloses the degree in which the net 
profits have been affected by commercial causes and how far by purely 
financiering operations; (2) the convenience such distinction affords in a 
subsequent review of the accounts for the purpose of ascertaining the 
earnings strictly ascribable to the business with a view to its conversion 
into a corporation, and arriving at a basis of capitalization compatible 
with the profits that reasonably may be expected will arise from the 
imdertaking, without regard to those causes and effects supplementary 
to the business which will not thereafter apply. 

The Profit and Loss Account being a resume of nominal ledger 
accounts, it is not the proper account to charge or credit with current 
items during a fiscal period, and the practice (frequently to be met with) 
of making it a dumping ground, for bad debts, goods lost in transit, 
discounts and allowances, cannot be too strongly condemned, as all such 
items as they occur should be charged under proper headings and only 
brought into the Profit and Loss Account when the books are closed and 
the nominal accounts assembled in classified form. 
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The Profit and Loss Account of either a sole trader or firm is 
generally closed at the conclusion of each fiscal period, and the net 
profit or loss is carried to capital account or to the several capital 
accounts in determined proportions, so that the Profit and Loss Account 
in the ledger is separately stated for each period and no balance is either 
brought forward from the preceding or carried to the succeeding period. 

The Profit and Loss Account of a corporation continues from year 
to year and the balance brought forward from the previous period and 
the balance carried forward to the following period show at their respect- 
ive dates the surplus remaining, (after setting apart reserves), and dispos- 
able for dividends or constituting a general surplus remaining after 
dividend has been charged; or, on the other hand, if capital has become 
impaired, the said balances, brought forward and carried forward 
respectively, show the extent of the impairment as increased, diminished 
or extinguished by the result of the trading during the intervening 
period. 

Instead, however, of commencing the Profit and Loss Account of 
any period with the balance brought forward from the previous period, 
each period forms the subject of a distinct account which is first balanced 
and the balance brought down and the results of that period separately 
shown, before the balance from the previous account (which until the 
completion of the succeeding account has been left standing), is brought 
forward and qualifies the result of the period just ended, accordingly. 
Any dividend that may be declared or any transfer of surplus to general 
reserve is then charged against the acctmiulated balance and the amount 
remaining is, after the completion of the next succeeding account, trans- 
ferred in like manner thereto. 

Specific reserves for bad debts, discounts, depreciation, etc., which 
are direct and proper charges against the profits, are included in the 
account before the profits of the period are determined and shown by 
bringing down the balance, while the balance brought forward from the 
preceding accoimt, dividends declared and reserves prompted merely by 
conservative considerations, together with the final balance carried 
forward to the following account, form a separate and closing section. 

The following forms of Trading and Profit and Loss Accounts (see 

pages 139-140) will serve to illustrate more clearly the main principles 

treated with in the foregoing commentaries. 
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The first form has three departmental acccounts showing- the gross 
profits of each qualified by charges appertaining thereto, and the final 
balance of each is carried to the Profit and Loss Account, in which ac- 
count appear the general management expenses. 

The balance of the Profit and Loss Account at that point is then 
brought down into the following section, where also appear the charges 
for interest on loans, interest on capital, and the division of the net 
profit among the partners. 

The second form relates to the business of a corporation engaged in 
manufacturing. The Trading Account deals strictly with cost as against 
^oceeas and the gross profit therefrom is carried to Profit and Loss 
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Account^ which account is chzxged with manufacturing' expenses, 
general management expenses, discounts, reserves, and interest on bonds, 
the balance representing net profit is brought down to the credit of the 
following section supplemented by the balance from the previous year 
and the total is disposed of by dividend, amount carried to reserve, and 
Balance carried to the next year's account. 

These pro forma accounts, which have been filled out with figures 
to more clearly illustrate their workings, are necessarily but bare out- 
lines of the forms they would actually assume, as the conditions of any 
particular business would inevitably introduce special features and call 
for elaboration of detail. 

Furthermore, the forms presented bear a closer resemblance to the 
ledger accounts than to prepared statements, as in the latter case the 
inventory at the conclusion of the period would be deducted from the 
opening inventory and purchases, leaving the sales alone as the proceeds^ 
opposed to the value of goods disposed of as the cosL 

In **7>5d Accountanf^ ot November 11, 1893, is published a lecture 
delivered before The Chartered Accountants Students' Society of London 
by Mr. Lawrence R. Dicksee, F. C. A., on the subject of ^^Forms of 
Accounts and Balance Sheets." 

In the course of his lecture Mr. Dicksee discusses Trading and Profit 
and Loss Accounts, and his remarks being apropros, we take the liberty 
of quoting the following extracts. 

*'It will thus be seen that the efficiency of this account depends very 
materially upon the skill with which the income and expenditure have 
been distributed over the various headings employed; and consequently, 
if we are to profitably consider the question, it becomes necessary for us 
to discuss the nature of the various headings under which the items of 
this account should be divided. 

'^It follows that, inasmuch as this account details for our considera- 
tion the summarized result of the transactions recorded in the books, 
the nature of the account itself will very materially depend upon the 
precise business which is being carried on, and it therefore becomes 
necessary for us to further consider the subject under the heading of 
various classes of business. 
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first commercial concerns (which undottbtedly represent 
the great majority of the undertakings which we are now considering) 
we find that the transactions consist in the buying of goods and the 
selling thereof, either in the precise form in which they were purchased 
(as in the case of traders), or in an altered form (as in the case of 
manufacturers) ; in both cases there being the further expenditure inci- 
dental to the carrying on of the undertaking. 

* 'Dealing first with the Accounts of Traders, which are naturally of 
a simpler nature than those which require to be kept by manufacturers, 
the first circumstance which strikes us is the method usually in vogue 
by which a trader computes the amount of advance upon purchase price 
which it is necessary for him to charge for his goods in order to obtain 
a remunerative return for his labor, and this excess is very generally 
known by the term of 'Gross Profit* 

''It would be very difficult to find an exact definition of the term 
*Gro8s Profit,' inasmuch as the items from which it is calculated will be 
found to vary in difPerent undertakings; but seeing that the whole 
business of a trader is based upon the calculation of a fixed percentage 
of gross profit upon each different class of goods dealt with, I think it 
necessarily follows that any form of accounts which does not recognise 
the existence of such a thing as 'Gross Profit' fails to afford the trader 
that assistance which he is entitled to look for from his accounts, and 
consequently to a very great extent fails to justify its existence. 

"I have heard it argued by many experienced Accountants that 
Gross Profit cannot be considered to arise until such things as rent of 
warehouse, salaries of warehousemen, etc, have been debited to the 
Trading Account; but as it is the almost universal custom of traders to 
reckon their percentage of Gross Profit entirely from the cost price of 
their goods (although as a matter of convenience they actually make the 
calculation backwards from the selling price) it seems to me that, how- 
ever correct it may be in theory, it is in practice nothing more than 
pedantic to include in this first section of the Profit and Loss Account 
anything more than Sales and the Closing Stock upon the credit 
side, and Purchases and the Opening Stock upon the debit. It is, of 
course, quite possible to argue that the resultant credit balance means 
absolutely nothing at all; but, even if this is so, the fact remains that 



TRADING AND PROFIT AND LOSS ACCOUNTS. 143 



unless we so prepare an account it is impossible for us to see, or for the 
trader himself to see, whether the agfgregate transactions of a period 
actually result in the percentage of g^ross profit which he had been cal- 
culating upon throughout the period; and therefore I think that, 
whether we choose to call the balance of this first section ^Gross Profit,' 
or whether we merely employ the indefinite term ^Balance,' the over- 
whelming weight of advantage lies in our bringing our account, in this 
respect at least, into accord with the custom of every trader, and so 
enabling him to ascertain whether during any period he has actually 
achieved the results which he anticipated. 

''In the next section of the 'Profit and Loss Account' I would in- 
clude all those items of income and expenditure relating to the business 
except such as may be said to be of a financial nature, such as dis- 
count, interest and income-tax, which latter I would relegate at the 
third and last section of this account, which also shows the disposal of 
the profit among the proprietors or shareholders as the case may be. 
Interest upon borrowed capital or upon partners' capital I would also 
include under this last section, and also directors' fees; but the salary of 
a managing director or of a working partner I should consider more 
properly belonged to the second section, which bears the bulk of the 
general expenses. 

"And here perhaps I may be allowed to diverge for a moment with 
a view to consider the justification of debiting the Profit and Loss 
Account of a business with either interest on partners' capital or sal- 
aries of working partners. It is, I think, unusual to find both these 
items charged in the same set of accounts, and that for the simple 
reason that in such a case it would be difficult to say clearly what the 
remaining balance of profit expressed; it is open to us either to adopt 
the view that a partner is entitled to a fixed interest on the amount of 
his capital, and that the remaining balance of profit represents his re- 
muneration for carrying on that business; or, on the other hand, we may 
assess the value of a partner's supervision at what we think to be a fair 
salary, and describe any remaining excess of income over expenditure 
as the remuneration belonging to the partner as a capitalist; but if in 
our accounts we provide the proprietors with what we consider to be a 
fair interest for the use of their capital and also a fair remuneration for 
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their serrioes as workers, it would appear that there oii^htt as a matter 
of fact, to remain no further surplus unless, indeed, it were in the 
nature of a reserve to be devoted to a fund for the purpose of equaWsing' 
the results of trading. 

^^This, however, is a question of theoretical interest perhaps, rather 
than of practical importance; and we will therefore return to the con- 
sideration of the relative advantages of debiting partners* salaries, and 
debiting interest on capital. I think, perhaps, from a practical point of 
view, there is less real di£Ference between the two methods than wcMild 
at first sight appear, for it is obvious that the ultimate results in each 
case must necessarily be the same; but where partners devote di£Ferent 
amounts of time to the business, or where they risk di£Ferent amounts of 
capital, the question certainly assumes some importance. Upon the whole, 
I think that where partners devote equal capital but di£Ferent amounts of 
time, it is simpler to disregard interest upon capital, and to charge 
partners' salaries; but in the case of partners devoting unequal amounts 
of capital and equal time, that interest upon capital should be charged, 
rather than salaries. Under both these circumstances, however, the 
assumption is that the ultimate net profits are divided equally; but 
where this is not the arrangement of the partners, of course it is more 
than likely that the unequality of their respective contributions will 
have been duly taken into consideration when arranging their respect- 
ive shares. 

*'Be this as it may, however, the fact remains that such questions 
of the adjustment of profits between partners inter se do not actually 
arise out of our present consideration (which is solely that of the form 
in which accounts should be drafted), and it is, therefore, perhaps, 
hardly necessary that I should discuss the matter further than to suggest 
what I consider to be the best form of treatment in each case. 

"Returning now to our typical Profit and Loss Account of Traders, 
I may remark that the utility of a division between the second and third 
sections comes in this way — ^that if the amount of business and the 
rate of expenditure have been fairly constant, the balance shown at the 
foot of the second section will also be constant, irrespective altogether 
of any fluctuation in the amount of capital which the firm may have 
had at its disposal; and this I consider extremely useful, bot}i for the 
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purpose of seeing* how far the net profits of a concern have been afPected 
bj purely financial reasons, and how far by commercial reasons, and 
also on account of convenience it affords if it should at any future time 
be decided to convert the venture into a limited liability company." 

* ^Passing on to the accounts of manufacturers, I think it is first 
necessary for us to subdivide this heading in accordance with the 
various classes of business that fall hereunder. Under the first class is 
the manufacturer who is but slig-htly removed from the trader; that is 
to say, the manufacturer who does not require to sink a large proportion 
of his capital in expensive plant and machinery — ^the most typical 
examples of which are, perhaps, that of the small manufacturing jeweler 
and the small manufacturing tailor, both of whom, by the way« are fast 
dying out. In this class, as with traders pure and simple, we find the 
selling price based upon a percentage of so-called Gross Profit, the 
outlay in this case being the cost of materials together with the wages 
spent in manufacturing; and, therefore, although the method is clearly 
indefinable from a theoretical point of view, I here again advocate the 
division between the first and second sections being drawn exactly where 
it is drawn by the manufacturer himself in his mental calculations. 
Those who wish to have their accounts as complete as possible may 
prefer, in addition, to make a further subdivision of this account in the 
second section, separating the expenses of manufacturing (such as rent 
of factory, wages paid for supervision of workers, depreciation of plant, 
etc.) from those expenses which relate more particularly to the storing* 
of goods and the selling thereof; but inasmuch as the balance shown by 
this break would correspond with nothing in the mind of the manufac- 
turer it appears to me to be superfluous, and personally I prefer to 
merely show separate totals for these classes of expenditure in the same 
section.'' 

********** 

«<The manufacturers belonging to the next class are those whose 
bransactions consist in the manufacture of one or more classes of goods 
involving expensive plant, which goods are first manufactured and then 
warehoused before being sold. These undertakings are naturally upon 
a much larger scale than those which I have just considered, and we 
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eonaequently find that the accounts are, as a rule, more specifically kept 
and the method of costing more complete. 

'^he first section of the account thus becomes divided into two 
parts, upon what I may call parallel lines, vi^: 

*^The Manufacturing* Account, which deals with the conversion of 
raw material into manufactured articles, and shows us the profit upon 
manufacture, and the stock of new materials on hand, and 

<«The Trading* Account proper, drawn upon the same lines as first 
section of a trader *s Profit and Loss Account. 

'^The second and third sections of the account do not show us any 
new features that call for our consideration.^' 

**The next class of manufacturers with which we have to deal 
consists of those whom I may conveniently summarize under the head of 
Contractors, i. e., those manufacturers who only make articles which 
have already been sold (if I may use the term) for an agreed price. To 
this class belong* builders and many engineers. 

**It is perhaps more in this class than aujrwhere else that the abso- 
lute necessity of proper Cost Accounts is so evident: I would therefore 
regard all Contractors' Accounts as incomplete which did not provide, in 
addition to an ordinary Profit and Loss Account, a Summary of Cost 
Account showing the same result. This being done, the chief interest 
centres around the Cost Account rather than the Profit and Loss Account 
itself, and I therefore think that there is less necessity for the latter to 
be unduly elaborate. I usually prefer to state this latter account in two 
sections only, the first section corresponding to sections one and two in 
the classes of accounts that we have already considered, and the second 

dealing only with the financial items." 

♦ ♦♦♦«««««« 

'* Another very important class of accounts, which can hardly be 
said to come under any of the previous headings, are those relating to 
mines. These accounts I think are best dealt with in a manner some- 
what similar to that indicated in the case of contractors; that is to say, 
in one section I would include all the items relating to the actual work- 
ing of the undertaking, and in the second section those appertaining 
more particularly to finance: Cost Accounts would be made weekly or 
mouthy, but they would usually forni no part of the annual accounts. 
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^'With regard to non-commercial accounts, I think the system of 
dividing* the account into two sections only conveniently applies. 

*'I may add that the introduction of a separate section for the 
financial items possesses this further advantage that, in those cases 
where it is deemed inadvisable to publish full accounts, the published 
account may conveniently consist of the last section of the Profit and 
Loss Account only; of course this consideration will only apply in the 
case of the accounts issued by a company to its shareholders, and in 
such cases I think when only the final section of the Profit and Loss 
Account is published it should contain not only the Directors' Fees, 
Interest on Debentures, Contributions towards Reserve Ftmd, etc., but 
also the amount set aside for Depreciation of Plant, Investments, etc. 

'*This is perhaps the proper place to offer a protest ag'ainst the 
method adopted by many companies of stating in their published 
accounts a so-called *Net Profit', out of which it is proposed to set 
aside a certain sum for Depreciation and Directors' Fees. Of course if 
the Articles of Association provide that the accounts shall be so stated, 
there is, for the moment no other course to be adopted; but for my own 
part I would suggest that an opportunity could not be taken too early 
of altering Articles which produced so clearly misleading a result" 
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The emploTment of Professional Accountants to examine books 
of account and documents relating* thereto, to report the facts disclosed 
by their investigation and testify before referees and courts in actions at 
law, both civil and criminal, has become an important part of account- 
ancy practice. 

The Accountant is thereby brought into repeated and intimate 
touch with the Lawyer, and the steady rise in the plane of intellectuality 
and consequent value of service that has marked the growth of account- 
ancy has done a great deal towards removing the indifPerent esteem in 
which lawyers were once prone to regard accountants. 

Whereas accountants of ability and integrity have at all times suc- 
ceeded in making felt the value of their services and ingratiating them- 
selves in the esteem of such of the legal profession as they have 
co-operated with, the large number of incompetent persons who have 
arrogated to themselves the title of **expert" or "professional'* account- 
ant, and the fees they have extorted for worthless services, has been, no 
doubt, the cause of the unfavorable regard entertained for accountants 
by the legal profession in the past, and their failure to avail themselves 
of the accountant's services in instances where the same wotdd have 
been of incalculable advantage. 

As ample measures have been taken by the Legislature of the State 
of New York to insure the fitness of all persons practicing as Public 
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Accountants (chap. 312, laws of 18%), and as California, Massachusetts 
and Pennsjlvania are likely soon to pass similar laws, the evils above 
referred to may shortly be expected to disappear, and as the interests of 
Accountancy and The Legal Profession are in a high degree reciprocal 
and, if properly understood, capable of being regarded to mutual ad- 
vantage, it will be the fault of the Accountant if in the future he is not 
on the best of terms with the Lawyer. 

As there is a prejudice to be overcome, however, it is more than 
ordinarily incumbent upon the accountant when retained upon matters 
in suit, to exercise the keenest judgment in grasping the situation with 
respect to his function and the utmost dispatch in ascertaining the facts 
that are material in the premises — it, of course, being understood that 
it is the accountant's duty to impartially report upon the facts. The 
instances that have come to our notice of accountants appearing on 
opposite sides of a case and reporting different facts, cannot but be de- 
plored as degrading to the profession on the part of one or the other 
of them. 

The responsibility that an accountant assumes in this branch of 
business is of a grave nature, as upon his report and testimony the case 
often largely depends. 

While the accuracy of his results must, of course, be susceptible of 
demonstration, he should bear in mind that such demonstration rests 
upon a science with which all are not familiar, and that evidence of his 
professional integrity (which ofttimes is more relied upon by a judge 
and jury) « must be borne out by courteous and straightforward deport* 
mcnt and testimony when on the witness stand. 

He should strive to strip his presentation of the facts of all be* 
wildering technicality and cultivate a power of elucidation which will 
be at once clear, concise, and consequently intelligible to his audience. 

As we believe it will be of interest to our readers to see and judge 
for themselves of the importance and intricacy of the accountants* 
report in suits at law, we have appended two specimen rcx>orts occurring 
in actual practice, and while the names of the parties are suppressed and 
-their relationships (in italics) substituted therefor, it will require but 
slight observation to perceive that neither of these reports is a creation 
of the imagination. 
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The first, entitled *'A Successful Failure** is a case in wliich an in- 
solvent debtor, who had gfone into business with a capital of a few 
thousand dollars, after living for several years in relatively sumtuoua 
style, failed for about $100,000; he thereupon informed his creditors 
that it was unnecessary for him to make an assignment as there 
was nothing' to assign, and that they were welcome to anything they 
could find. 

After the accountants, who were retained at the instance of cotmsel 
for the largest creditor, had rendered their report, an offer was made by 
the debtor to settle at S5 cents on the dollar; the offer was refused and 
the debtor thereafter indicted by the Grand Jury. 

The second, entitled ^Hereditary Insolvency' is a case in which when 
the father failed the property was found to belong to the son, and when 
the son failed (after his father's embarrassments had been adjusted), 
the property was found to belong to the father. This report contains 
many other interesting features peculiar to itself, and will prove inter- 
esting and instructive reading to a student of business finance. 

Upon the accountant's report in this case also, the smooth and well- 
planned course of the debtors received an abrupt check. 



City Court, New York. 



A SUCCESSFUL FAILURE. 

New York, 18, 



C&ntesttng Creditor and ano. J 

vs. Accountants' Report. 

Insolvent Debtor. j 

Messrs. Attorneys /or Creditors^ 

No. . . Broadway, New York. _ 

Dear Sirs: 

We beg to submit the results of our investigation of the books of 

Mr. , an insolvent debtor and defendant in the above 

entitled action, for the period of 5 months and 4 days, commencing 15th 
January and ending 18th June, 18 . . 
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The books and papers submitted to tis were as follows: 

BOOKS— Sales Book 12th Sept. 18.. to 25th Ma j 18. . 

** ** 2SthMaj 18.. to 7th Not. 18.. 

'' ** 7th Not. 18.. to— thJuinilS.. inclnalTe. 

Cash Book 12th Oct. 18.. to ** ** 

BUU Receivable Book 10th Maj 18. . to '' " 

with eavelope ooataining- deacriptkm of four notes diaoonnted. 
CheqneBooky ) 13th Apr. 18.. to 14th Juke 18.. together 

National Bank of Deposit ) with cancelled cheques Nos. 2419/2S58. 

Pass Book, Natn B*k of Deposit 6th Jan. 18. . to — th Junb 1& . indnslTe. 
Collection Book 1st Not. 18. . to 20th Maj 18. . «< 

Stock Journal, without date, containing^ memo, of Stock to traTelini;' 

Salesmen, etc 
Memorandum Book 2d Maj 18. . to 13th Jumi 18. . 

PriTste Ledger 18th Not.18. . to 17th Juiot 18. . 

Creditors' " 12th Aug.18. . to " 

Debtors' " — thAug.lS.. to •* 

PAPERS— Letter from BrttJurof /. />., dated Manchester, 12th Oct 18. . 

Part of Letter from BraktrUn^Lcno, h, of L />., dated Paris, 11th Aug. 18. . 
Three memorandum Cash Balance proof slips, dated 6, 11, 14th JxTini 18. . 
Order on Insoivemt DtUor^ signed BfPtkgr^ dated 8th Julj 18.. faTor of 

CmJUenHal Salesman for $20.00. 
Letter signed Brother^ no date. 

Memorandum of "Bills Payable," as at ISth Jumi 18. . 
Statement on printed form of Bamkers^ No. — Rue St. Cteorges, Paris, 

dated 26th Sept. 18. . , showing money paid by Brother in Paris for a/e of 

Insoivemt Debtor, 
Statement of Losses and Bad Accounts at 15th Jan., years 18.., 18.., 18.., 18.. 

« « Sales *' " " ** '* ** " 

InTentory of Stock and Statement of Book Accounts, Bills ReceiTable, 

and Book Accounts Payable, as at 15th Jan. 18. ., and 15th Jam. 18. . 

The books of original entr j covering^ the period prior to those sub- 
mitted to us are missing' and we note from the examination of the debtor 
and other information received by us that the janitor at the debtor's 
place of business sold them for old paper, together with such document- 
ary records that may have been left with him, and in consequence the 
only consecutive record of his business remaining in any degree of com- 
pleteness is embraced in the period covered by this report 

It was at first our intention to endeavor to extract from the Ledger 
a general summary of prior transactions, and by comparison and analysis 
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to re-discover lost data, but as this process would inyolve greater time 
and expense than the immediate purpose seemed to warrant, it was 
determined after an interview with jour client to confine ourselves to 
the period now under review. 

In the statement submitted by the debtor, as of 15th January 18. ., 
it appears that — 

His toUl Uabilities were $120,699.32 

'' " AMets '« 39,128.16 

" " Deficit waa $81,571.16 

We correct this statement as follows, and as is 
fully shown in Deficiency Account on page 9 of this. 

ADDITIONAL CHARCES. 

Liability omitted by debtor, A Creditor's Actt, 1.00 

Bad Acoonnts acoonnted good in Debtor's statement but im- 
mediately thereafter written off and obviously known to 
be bad at the time, 787.90 788.90 

82,360.06 
ADDITIONAL CREDITS. 

Book Accounts abandoned as worthless but subsequently 

realized in part to the amount of 422.29 

Arbitrary deduction of lQi% on $17,299.12 Book Accounts, etc.» 

part of which was realized subsequently and the actual 

discounts and losses provided for in this accounting, the 

remaining part having been assigned to Mother-in^Law of 

/. D. and Om/ideiUial SaUsman, 1,729.92 2,152.21 

NET DEFICIENCY. 

As corrected and shown in Deficiency Account on page 9 of 

this, 80,207.8S 

Apportioned and based upon the debtor*s own statement, to 
wit- 
Losses to 15th Jan. 18 . . 47,819.85 
" " 15th Jan. 18. . 33,751.31 
Net amount of our changes as above stated, 
i. e., $2,152.21 less $788.90 =: 1,363.31 32,388.00 80,207.85 
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TRADING ISn JAMUART TO 18rB JUNE t8 



A review of the debtor's trading for the five 
months immediately preceding his failnre^shows the 
following general results, as more fully set forth 
on page 10 of this. 

Net Cost of Mdie, mcindlnsr Pactofy labor, bMt ezclnsive of 

all other ezpenaes. 
Total N^t Proceeds after deducting' Diacoanta, Retuma, etc, 

Loaa, occasioned solely bj excess of baying over selling 
price* 



$34,623.78 
33,892.71 



S731.07 



PROFIT AND LOSS ACCT., ISth JANUARY TO 18tR 

JUNE 18.. 

A review of the debtor's management and 
other expenses, losses, etc, for the five months im- 
mediately preceding his failure, as more fully set 
forth on page 11 of this, and also his personal draw- 
ings as therein stated, shows the following addition- 
al items: 



Factory Rent, Salesmen's Salaries, Commissions and Trar- 

eling Expenses, 
Management Expenses, Interest on Loans and Notes, Cash 

Shortages, Bad Debts, etc.. 

Deduct Miscellaneous Credits, 

Total Business Lesses, as per Profit and t#oss Aoct., 
Personal Drawings of Imtohent Debtor iat private purposes, 

as per Account shown on pages 23/25 of this. 
Add Deficiency (corrected) as shown on page 2 of this. 

Total Deficiency at 18th JuifB 18. . 

apportioned Loss to 15th Jan., 1st jr., 

" 15th '« 2d " 

18th JuNB 18. ., 5 mos.. 



«4 



«« l< 



S,286.50 



2,751,69 



6,038.19 




65.95 


5,972.24 




6,703.31 


» 


6,937.95 




80,207.85 




93349.11 


47,819.85 




3:^388.00 




13,641.26 


93,849.U 
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STATEMENT OP. AFFAIRS AS AT 18th JUNE 18.., imsnedUtelj prior to the 

transfer of Assets. 

THe debtor*8 condition upon His failiore, disregarding preferences, 
was substantially as follows: 



LIABILITIES. 



Dne Snndry General Creditors, per Schedule on 

" " " " BiUs Payable, " 

*' Mciker-inJaw (not including' interest) Aoct., 

" £ivtJker4M4aw, b. (including interest) ^' 

" Broihtr " " " 

<« y^ifg *4 u «< 

" CmJUmiiaJ Salesman (" 5 mos. salary) *' 



•fire 19, 


$29,106.17 


" 20, 


56,392.68 


" 27, 


10,600.00 


" 27, 


11,465.62 


" 26, 


25,494.74 


" 27, 


2455.59 


" 28, 


1,966.40 $137,581.20 



ASSETS— Book Value. 



NaUomai Bank of Depont^ per acct. on page 17, $ 16.07 



.07) 
.42) 



Bills Receivable held as margin, 646 
Cash, subsequently paid to BroMn^law b, per a/c page 27, 
Bills Receivable, '< handed to '' '' " 27, 

^^ ^' assigned to Mdher-in^w and QmfidenUal 

Saktman^ on page 28, 

Book Accts. Receivable, per Schedule, " 15, 

Bratk€r4n4awt a, amt. paid 12th Apr. 18 . . , no explanation 26, 
Merchandise, handed over a/c Brother^ 26, 

Furniture and Fixtures stated to have cost $2,500 sold out 

by Sheriff under confession of judgment to Mother»%n4aw^ 
Mortgafire on Greater //, V. lots, assigned to Moiker4n-law in 

Dec* 18. . as of $1,000 value (see page 7, examination of 

debtor, 25th July 18. .), 



662.49 
7,565.60 
1,500.00 

728.09 

3,461.71 

114.20 

28,000.00 

1,000.00 



700.00 43,732.09 



DEFICIENCY as hereinbefore stated* 



93,849.11 



r 
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STATEMENT OF AFFAIRS AS AT IdTH JUNE 18. . , MilMeqaeiit to the transfer 

of Assets. 

The debtor's present condition as deduced from the books, etc., sub- 
mitted to us and corroborated by his testimony upon his examination, 
after tnairitig preference to sundry relatives^ etc, for alleged amounts due 
them is substantially as follows: 

INABILITIES. 
Due Sundry General Creditors, on open Acct., $29,106.17 

«' «• '« *• on BiUs Payable, 56,392.68 |85,49a.85 

*^ Motker-inJaw, 

Deduct Cash (nnezplained), 
** VLXg. Greater N. T. Lots. 
'' Book Aocts. Assigned, 
'* Furniture and Fixtures, 

** Broik£r'in4aWt b. (including' interest). 
Deduct Cash, 

** Customers* Notes, 

•• IVi/t, 

ASSETS— Book Value* 
CmJUenHcl Salesman^ Bills Receivable, 

part of $3,461.71 Book Accts., 



Deduct Amount due him, 

BftfOuTf Intimated Value of Mdae, handed him 
by debtor, 28,000.00 

Deduct, Amount due him (interest included) 25,494.74 





11,000.00 


t 


% 400.00 






1,000.00 






1,200.00 






1.000.00 


3,600.00 


7,400.00 




11,465.62 




7,565.60 






1,500.00 


9,065.60 


2,400.0: t 






2,555.59 




97,854.46 


728.09 




• 


2,261.71 






2,989.80 




1,966.40 


1,023.40 





BrciJUr^n4aw. a. Amount paid 12th April 18.., 

unexplained, 
NaHmud Bank of D^tnit^ Balance per Pass Book, 
Customers* Notes held as margin, 



2,505.26 



114.20 



16.07 
646.42 



662.49 4,305.35 



DEFICIENCY, as stated on page 2 of this. 

Deduct, increased valuation of Mortga^ 
on Grtater N, V. hit assigned in 18. . to 
MothiT'in-lafw at $1,000 and included by 
debtor in his Statement of 15th Janu- 
AXY 18. . as $700t difference. 



93,849.11 



300.00 93,549.U 
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It may be possible tbat some ralae may be recovered from preferred 
creditors, to wHom property was transferred in excess of the amount due 
to them, and also from the Nafl Bank of Deposit^ who hold Cash 
Balance and Notes as security for protest fees and other contingencies, 
incidental to maturing notes discounted by them, particulars of which 
cannot as yet be stated until an accounting is received from the Bank. 

To give clear and complete expression of the disposition of the 
debtor's assets and subsequent receipts between 15th Jan. and 18th Junk 
we present the following digest : 



Dkbtor's Settlement with Relatives and Friends, Show 
Amount Due to Each on 15th January 18.. and Value given 
Subsequently in Payment. 



Name. 

Brother^ 

BrothsT'UP^a'Wt ^. 

Confidential Salesman^ 

Bfother^ifi'lawta. 

" Customers' Notes* 

Wife. 
Insohent Debtor's private bills. 



Amt. dtte 15th 


Subsequent 


Jan. 18. . 


Payments. 


$11,000.00 


$3,600.00 


24,812.40 


28,000.00 


11,208.75 


9,065.60 


2,565.95 


3,589.35 


8,500.48 


8,500.48 


274.75 


274.75 


2,487.20 




496.04 


496.04 


61,345.57 


53,526.22 
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Dsbtor's Settumbnt with Geicbral Ckbditors, SHOwnro 
Amount Due at 15th January 18.., Incrbasbd by Subsbqubnt 

PURCHASBS, AND AMOUNT PaID ON ACCOUNT, AND BAtANCB REMAINING 

Unpaid. 

On 15th Jan., 18.., LiAULirras as stated by 
det»tor, $120,699.12 

Add CredUoh* m/c omitted but antMe- 
qaentl J paidt 1.00 $120,700.12 

Deduct Accoanta due Relatirea and 
Friends, per preceding' page, 61,145.57 

Balance dae on Notes and Open Ac- 
counts to General Creditors, 15th Jan. 
18.., $59,154.75 

Add Subsequent purchases on open m/t^ 40,412.78 

Total indebtedness to General Creditors, 99,787.51 

Payments on acct. of indebtedness prior to 15th 

Jan. 18 , 
Customers' Notes given, see page 18 of this, 5,422.72 

** ** returned, and interest, 4,814.17 608.15 

Cash and Mdse, payments on a/c, 15,481.01 

Deduct Loans by General Creditors to 
retire old Notes, Dry Crnliior, 129.80 

DryCrediUr, 2,000.00 2,129.80 

Actual payments, see page 21 of this, 11,151.21 

Total Payments on acct., ISth Jan. 18. . 
indebtedness, 11,761.56 

Payments on acct. of indebtedness contracted 
subsequent to 15th Jan. 18. ., Cash and Mdse, 
as per page 21 of this, 556.67 

Total Value paid on account*, 14,118.21 

85,469.io 



Add Amount due to Customers for over- 
payment, 22.00 

Add Amount due from Creditors for ) 
over-payment, \ 7.55 29.55 

•faidiidsd In SOOTS psjiiMsts and herewith osaeeHed \ ._^___^ 



Liabiutibs to Gbnbkai, Crbditoss, 18th 

JUNBl8.. 

On Open Account, per Schedule on 

page 19 of this, 29.106.17 

On Bills Payable, per Schedule on page 

20 of this, 56,192.68 85,498.85 
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Disposition op Asskts, in Hand 15th Jan. 18 . . and THBRBAPTmt 
Acquired by Purchase and prom Other Sources. 



To Asset value in hand 15th Jan. 18.. as per 

debtor's statement. 
To Pnrchases from General Creditors, snbse^ 

qnent to 15th Jan. 18 . . , 
To Difference in valne, Mtg^. on lyots, assigned 

Talue, 

Ltedger Talne, 

To Net Increase value reaUsed subsequent to 

15th Jan. 18. . , as per Deficiency Acct., 
To Amount overpaid by Customers, 

to Creditors, * 



$99,128.16 



40,432.78 



$1,000.00 
700.00 



300.00 



1,364.31 



«« 



«< 



« 



22.00 

7.55 



29.55 $81,254.80 



53,526.22 



13,761.56 



Disposition. 
By Payments to Relatives and Friends on 

claims prior to 15th Jan. 18. ., 
By Payments to General Creditors, on claims 

prior to 15th Jan. 18. . , 
By Payments to General Creditors, on claims 

after 15th Jan. 18.. 
By Losses on Sales, 

By Expenses Sellin^^ Goods and Factory Rent, 
By General Expenses, etc. (deducting' Interest 

$1,007.60 included in $53,526.22), 
By Imohent DtHor^ Personal Drawings for 5 mos. 
By Bai«ance, Brotker4n^laWy s. amt. paid 12th 
April, 18.., 
National Bank of Dtposit^ held as margin. 



The foregoing concludes a simple recital of the figures arrived 
at after an investigation of the debtor's books, and which have been 
proven to be accurate bj a rigid application of the principles of double 
entry, analysis and controlling accounts, and can be supported in every 
particular by detailed working sheets in our possession, and while the 
data submitted has been imperfect and scattered, the painstaking care 
that has been expended upon the work warrants us in pronouncing our 
figttres substantially correct, and the deductions made therefrom and the 
methods and obvious purposes of the debtor, as revealed by his accounts 





556.67 






731.07 






3,286.50 






1,678.14 






6,937.95 


80,478.11 


114.20 






662.49 




776.69 
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and herinafter stated by us, to be facts unquestionable and easily 
demonstrated, yiz: — 

That the debtor was aware of his insolvency at 15th Jan. 18 . . 

That his condition had been growing worse during- the following- 
year. 

That there was no chance of regaining his solvency at 15th Jan. 18.. 

That in order to prefer his relatives and friends, it would be neces- 
sary to fraudulently obtain the necessary funds, by subsequently pur- 
chasing heavily without any provision for paying for the goods, and 
selling without any design for profit, below cost, to persons of indifferent 
credit, assuming heavy expenses for salesmen's commissions and traveling 
expenses, and in short, converting the goods into cash at any sacrifice, 
and that he did so. 

That between 15th Jan. and 18th June 18. ., (5 mos.) he purchased 
merchandise to the amount of $40,432.78. 

That he paid on account of said merchandise only $556.67. 

That between 15th Jan. and 18th June 18. . , (5 mos.) he sold goods 
amounting to $33,892.71 for $731.07 less than the purchase price and 
cost of manufacture. 

That in effecting such sales he incurred an additional loss in sales- 
men's commissions, salaries, and traveling expenses of $3,286.50. 

That between 15th Jan. and 18th June 18.., (5 mos.) his current 
business losses were $5,972* 24. 

That his personal drawings for 5 months between 15th Jan. and 
18th June 18. . were $6,937.95. 

That according to the debtor's own testimony his personal drawings 
for previous years averaged $7,000 to $7,500 for each year. 

That he owed his relatives and friends on 15th Jan. 18. . $61,345.57. 

That at I5th Jan. 18 . . the debtor's gross Assets were only $31, 128. 16. 

That after sustaining a subsequent loss of $5,972.24 he paid to his 
relatives and friends between 15th Jan. and 18th June 18. . the sum of 
$53,526.22: 

That at l5th Jan. 18. . he owed the General Creditors $59,354.75. 

That all he has since paid to the general creditors on the aforesaid 
amount is $13,761.56. 
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That he has not since 15th Jan. 18 . . incurred any additional in- 
debtedness to his relatives and friends which was not almost immediately 
repaid. 

That he now owes his g-eneral creditors $85,498.85, of which 
$39,876.11 was incurred subsequent to 15th Jan. 18. . and all of which 
remains due and unpaid. 

That no available assets remain. 

That the indebtedness to his Brother was with interest $25,494.74 
and that he delivered to him merchandise to the value of $28,000.00, an 
overpayment of $2,505.26, and that he made no entry upon his books of 
such delivery of g'oods. 

BROTHER-IN-LAW, a. The transactions of the debtor with this 
firm afford a specific instance of the method by which his relatives and 
friends were preferred at the expense of the g^eneral creditors, and by 
value fraudulently obtained from the latter to accomplish the act. 

From the Account Current rendered by Brother-in-law a. and submitted 
to us, and from the books of the debtor, the dealings between these 
parties are disclosed as follows: 

The balance due by the debtor to Brotk€r~in4aw\a. at Ist Jan. 
(2 yrs. since), representing' purchases made in previous 

year and as per their Acct. Current is, $17,574.17 

On 19th Jan. (same yr.) the debtor sold them goods in amount $1,588.50 
" 24th " " " " " 7,358.60 

It is to be noted that these sales were made immediate- 
ly after the day upon which it was customary for Mr. 
Debtor to take stock and ascertain his financial condition, 
and as we know that it was unfavorable, the expediency 
of covering Brotket-in-lat^s a/c is apparent. 
On 13th Sep. (next yr.) the debtor sold them goods in amount 269.12 

" 11th Dec. •• " •• " 165.34 9,381.56 

8,192.61 



With the exception of above entries the account comprises Note and 
Cash transactions with interest, all of which liquidate with the excep- 
tion of a Balance at 15 Jan., 18.., of $8,500.48, which comprises the 
above balance of $8,192.61 and unsettled part of interest. 

In part settlement of this latter account the debtor purchased from 
Coniisting Creditor on 8th April, 18. ., Mdse. amounting^ to $2,544.15 and 
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these same goods were immediately deliyered to Brother^in^Law^ a., bttt 
were not charged up as a cash sale until 30 April, 18. . , the entry then 
being crowded into the sales book on page WZ^ apparently after the 
sales book had been in use for May sales. These goods were billed to 
Broiher^in^Law^ a., at the cost price less four per cent., resulting in a 
loss of $101.75. Brotker-'in'Law a. paid the bill on 30 April, 18. ., as 
appears by cash book entry on folio 42 as a cash sale. No entry, how- 
ever, of either sale or settlement appears on Brotker^in-Law^s a. ac- 
count, although the cheque thus received from Broiker-m^Law^ a. was 
duly deposited in the National Bank of Deposit. The debtor then issued 
his cheque under date of Ist May 18. . to Broiher'tH'Law^ a. for $2,500, 
which amount was charged to Brothe^tn^Law^s a. account, giving the 
appearance of a cash payment on account, whereas, in point of fact, it 
was a payment in merchandise obtained from Contesting OreditoTy with- 
out any intention of paying for the same, and turned over to Brother^it^ 
LaWy a. at a loss of $101.75, and the only purpose of treating it as a 
Cash Sale and receiving Broiker'^in-Ijm^s a. cheque therefor, and then 
paying a cheque to Brotker^in'LaWy a. in a perfunctory manner for a 
slightly larger amount, was solely to cloak a transaction obviously 
fraudulent upon its face. 

In the debtor's examination under oath (see page 12, examinations 
on 26th August, 18. .) he states that these goods were sold at a profit 

With the exception of $1,181.63 of Customers* Notes given Brother^ 
inrLaWy a. in further part settlement, the remainder of the settlement 
which appears on the Ledger as having been made in cash, in like 
manner to the foregoing transaction, was, in fact, identical in nature to 
the total extent of $8,542.50 merchandise cash sales, all of which were 
disguised in the same manner by receiving from and paying to Brother^ 
in^LaWy a. cheques therefor, to maintain the appearance of cash settle- 
ments upon the Ledger, as is more fully shown by the analysis of 
Braiher-in-Law'Sy a. account on page 26 of this. 

BrothiT'tfi^La'ttPsy a, firm were evidently in the debtor's confidence as 
to his condition, and although sustaining intimate and friendly con- 
nection, had sold the Debtor no goods for three years past, but the greater 
part of the settlements since seem to have been in g^oods received from 
the debtor at, so far as we can trace, Bbi<ow Cost Price, and it is 



r 



^ 
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cult to understand how an importing' house should buy in that manner 
from a local jobber who should normally be a purchaser from them, with- 
out the unavoidable conclusion that they were conspirators in advising, 
aiding and abetting so successful a failure. 

We note that in addition to the settlement of Brother-in-Law^s^ a. 
account, the bebtor paid them on 12th April $114.20, for which no con- 
sideration can be traced, neither does it appear in the account current 
submitted to us. 

Insoi<vknt Debtor. In addition to the cheques of $2,500.00 and 
$200.00 drawn by the debtor just prior to his European trip, the disposi- 
tion of which has been testified to by him, it appears that other cash 
receipts amounting to $711.72 and comprising the last few entries in the 
Cash Book were not deposited in the bank and neither has the debtor 
accounted for their disposition. The items aggregating this amotmtwe 
have charged to his accotmt, a complete statement of which appears on 
pages 2S-25. 

Following we append accounts in support of the foregoing state- 
ments and to which reference has been made and which can readily be 
found by means of the index preceding this report. 

Faithfully yours, 

Broaker & Chapman* 
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SuPRBifB Court. 



Contesting Creditor y and another 

vs. y Accountants' Report. 

Insolvent Debtor^ et al. 



Messrs. Contesting Creditors^ 

No. . . CliflF Street, New York. 
Dear Sirs: 

We submit herewith the results of our examination of the books of 
Messrs. Insolvent Debtors for the period of fourteen months and four days, 
commencing 15th May, 18. ., and ending 18th July, 18. ., the latter date 
being at or about the date of the failure and subsequent to which no 
further entries appear upon their financial books. 

The books with which our investigation has chiefly to deal are the 
Ledger, Sales Book, and Cash Book, and while many items in the two 
latter books have not been posted, we have included all such items in 
our accounting, by allocating them to, and blending them with the 
Ledger accounts affected, together with such items appearing upon 
the assignee's schedules, which, although not appearing upon the books, 
were proper subjects of entry and necessary to be considered, at the 
same time disallowing and expunging from the assignee's schedule such 
items as are of a personal nature and foreign to the actual business as 
indicated by their financial books, in which they in no wise appear. 
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CHEQUE BOOKS AND BANK PASS BOOKS. 

Our ezaminatioii of the Cheque Books and Bank Pass Books sub- 
mitted to us, rendered it at once apparent that in no sense could they be 
properly regarded as account books of the business we were investi- 
gating, any more than the private pockets of individuals remotely con- 
nected with it, for, in addition to containing records of the Bank lodge- 
ments of funds in part receipts of the business in question and. payments 
by cheque constituting disbursements of the business in question, they 
were replete with items or parts of items, both as to deposit and cheque, 
in no wise affecting the business and relating to the receipt of moneys 
which the business proper never received, and constituting the proceeds 
arising from assets the business never possessed, and payments of money 
in settlement of liabilities that never appeared upon the financial books, 
and representing in many instances investments in or charges to prop- 
erty never ranked as an asset of the business and not listed among the 
assets in the assignee's schedule. Had we been supplied with the de- 
posit slips we requested, the cheque books would have afforded us 
excellent data for tracing receipts of the business for which it may have 
never received credit, but we can only reiterate that they (the Cheque 
Books and Bank Pass Books) can no more be regarded as being part of 
the account books of the business than the private bank account of any 
individual containing scattered items of a business he was indirectly 
connected with, could be regarded as the account books of said business, 
and the stress that has been laid by Messrs, Attorneys for the Insolvent Debtors 
upon the specific identity of these cheques and pass books with the business before us^ 
in preference even to the financial books applying exclusively to said business^ 
is utterly untenable, 

BALANCE SHEET. 

Referring to our Balance Sheet on page — of this it is thereon 
shown that the books were opened to show a prima facie balance to the 
credit of Messrs. Insolvent Debtors as net capital investment of $11,852.90, 
whereas in point of fact (admitting the propriety of including in the 
assignee's schedules the notes and loans of $35,560.16, and having 
regard for the fact that said loans omitted from the liabilities, and since 
in part liquidated, must have been at the time considerably larger in 
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amount), there was a capital deficit, and the opening of the books with 
a statement so willfully false, was at the outset a fraud upon any cred- 
itor or subsequent investor who mig'ht have had occasion to rely upon 
the statements appearing upon the firm's books. 

MR. SHARP. 

The investment of $20,000 by Mr. Sharp (while in reality only 
about $16,900, but entered by request of ** ? ** at the former amount, as 
per sworn testimony of Mr. lusohent Debtor^ AS)^ although now con- 
strued by him as a loan, bears all the appearance and characteristics of 
an investment for gain or loss of an incoming partner, and from all that 
we can discover after a critical inquiry into the facts, we are firm in our 
opinion that the consideration (for said loan) of a third interest in patents 
pending (still vested in him) and the further security of a mortgage on 
Real Estate (at the time standing in the name of Insolvent Debtor^ A. 
during his father's embarrassments, and now ostensibly the property of 
the father during his son's embarrassments), together with the discreet 
withholding of the loan from the assigfnee's schedule of liabilities is but 
a well conceived conspiracy to defraud the creditors, and place Mr. Sharp 
beyond the reach of his liability to the general creditors, with his in- 
vestment intact, as a sort of compensation for the misstatement of actual 
condition at the time he invested the $16,900 aforesaid. 

TRADING AND PROFIT AND LOSS ACCOUNT. 

We have prepared a Trading and Profit and Loss Account to which 
your attention is specially called. It is presented in two sections. The 
first or Trading section corresponds to the Manufacturing Account in 
the Ledger and deals with the Prime Cost, including Material and 
Labor, as against the Proceeds from Sales, showing an excess of cost 
over proceeds, or Trading loss of $7,669.38, to which is added in the 
second or Profit and Loss section the Management Expense, Interest, 
Insurance, etc., which swell the total losses for the period under review 
to the sum of $25,066.51. This arrangement, being carried out on the 
same lines in which the Revenue is stated on their books, admits of 
perfect comparison with the state of the account as shown at any previous 
date within the period reviewed and brings at once to our notice the 
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somewhat startling- fact that their Manufacturing' Account (of which 
our Trading Account is a continuation and completion), showed at 2nd 
Jime (latter year) a 

Profit (see Ztedger pagres 46 and 54) of • $1»2S5.17 

From which deductingr the discounts, '' '* 12 and 54) of . . S67.40 



Would still leave a Trading Profit of $387.77 

ariaing from business transactions corering about 13 months, whereas at 
the date of the failure, only 48 days subsequent, the Trading- Account 
dealing identically with the same elements shows a loss of $7,669.38 



Showing a loss sustained during the last 48 days' business of $8,057.15 



at|d resulting* from a volume of business involving* only about $16,000 of 
recorded sales. This is without reference in both cases to the manage- 
ment expenses, interest, insurance, etc, which are held separate and 
apart both upon their books and upon our statements. 

This abnormal loss on Trading during the short time preceding 
their failure, immediately suggests inquiry into possible causes which are 
anything but assurances of good faith. Our attention has been called 
to a sale, the proceeds from which were deposited in the bank, but for 
which the business never received credit on its books, amounting to 
$174.93, paid by Mr. Customer ^ and we have no way of ascertaining how 
many more accidental or willful omissions of sales may have been made, 
in which the money did nof go in the bank but was simply pocketed. 
The inventory handed over to the assignee might also be increased, if 
made to include valuable lots of goods in part or whole completed, in 
the custody of various workmen numbering over one hundred, and 
quietly resting in hiding places until the breeze blows over, and a little 
detective work on these lines might not be ill-directed. What we feel 
confident in asserting is, that the losses during the last 48 days are out 
of all proportion to the volume of business done, and we would recom- 
mend a critical examination of the comparative cost and proceeds of 
every sale during that period, which, if not indicating a wanton slaughter 
in prices, would confirm the suspicion that there is something radically 
wrong in the amount of unsold stock delivered to the assignee. 
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GENERAL REMARKS. 

We regret our inability to separate in detail the bank transactions 
applying* to the business from those which were extraneous, as also to 
trace the note transactions, and report upon the separate loans from 
Mrs. Wife and Credulity &* Co. ; but in order to do so it was essential that 
we should have had the deposit slips of the several Bank Accounts, 
which we requested and were unable to obtain. 

We note that the Consignment Account of Credulity &* Co.^ on Ledger 
page 71, shows a Dr. balance in ink of $693.52 left standing as a live 
asset, across which is written ''this account is worth about $100." In 
view of the fact that Credulity &* Co. are creditors upon the Ledger for 
$96.96, and for a further sum of $5,000 not appearing upon the Ledger, 
the omission of the Dr. account and failure to rank it against the 
liability to the same party, impresses us as a fact warranting inquiry 
on the part of the general creditors. 

The payment by Insoheni Debtor y A.^ to his father (see testimony on 
page 77), of from $15,000 to $24,000 yearly as the net revenue (after 
paying taxes, repairs, and interest on mortgages) from Real Estate 
worth only $98,000 (see testimony, pages 70 and 76), and mortgaged up 
to the limit, impresses us as a phenomenally large income under the 
most favorable circumstances. 

Faithfully yours, 

Broaker & Chapman. 

(See Balance Sheet and Profit and Loss Acct. following on pages 
172, 173, 174 and 175). 
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THE SCOPE OF ACCOUNTANCY 

AND 

THE QUALIFICATIONS OF AN ACCOUNTANT, 

WITH 

NOTES ON ACCOUNTANCY LITERATURE. 



The title by which the Professional Accountant generally designates 
himself in those sections where accountancy has not, as yet, become 
legally recognized as a profession, is * 'Public Accountant and Auditor,*' 
and while the distinguishing titles of ''Certified Public Accountant'' 
(C.P.A.) in the State of New York, and "Chartered Accountant" (F.C. 
A.) in Great Britain, convey the further idea of qualification under the 
law and consequent greater assurance of personal fitness, the title 
"Public Accountant and Auditor" still remains the most comprehensive 
designation of the profession. 

This title at once suggests the two principal kinds of work that 
devolve upon the Professional Accountant, namely — (1) the work of an 
Accountant^ and (2) the work of an Auditor; and while the capacity to 
perform both of such kinds of service rests upon education and experi- 
ence, identical in nature and simultaneously acquired, they are, never- 
theless, separate and distinct classes of work, and in the performance of 
each the .Accountant fulfills a separate and distinct function. 

The work of the Accountant is creative^ while that of the Auditor is 
inspective^ 
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The function of the Accountant is to design and organise systems 
of accounts, conduct or superintend the operation thereof, determine and 
adjust the interests of the parties concerned (whether sole trader, firm 
or corporation), and draft entries properly recording the same, giving 
clear expression to the facts, upon opening the accounts at the com- 
mencement or reorganization of an undertaking, or at the close of its 
fiscal periods or final liquidation. 

The function of an Auditor is to review and critically examine 
accounts which are complete, or presumably so, at the date to which his 
audit extends. 

We cite an instance of a forwarding agency in New York, whose 
books were required to be audited annually by a resident Chartered 

Accountant appointed by the home office in London, in which case the 
said Chartered Accountant refused to enter upon the audit until a 
difference then existing in the Trial Balance was located and corrected. 

This difference in the Trial Balance baffled the efforts of the agency's 
book-keepers for several weeks, during which time the Accountant 
appointed by the home office held aloof, and not until the error had been 
located and corrected, by other Accountants called in at the private 
expense of the local manager, did the Chartered Accountant enter upon 
his audit 

We fail to understand why the Chartered Accountant did not engage 
to find the error and so make the additional fee, which in this case was 
larger than he received for his audit, although he was technically correct 
in refusing to perform such service as part of the audit, without further 
compensation; the books being manifestly incorrect were not in condition 
to receive an auditor^s attention until their mathematical accuracy, at 
least, was established. 

In another instance, an accountant, in the course of an audit, dis* 
covered an error which threw the books out of the apparent balance they 
were in when he entered upon his work. He called the attention of the 
firm to the matter, and explained to them that as he had engaged to 
audit the accounts for a fixed fee he could not be expected to locate 
treacherous differences, and he would have to discontinue the audit 
until they located the contra error; if they chose, however, to have him 
locate it he would agree to find it for an additional fee. They accepted 
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his proposition, and as the error revealed itself subsequently in the 
course of the audit, the accountant made a clear gain through assummg' 
the function of an Accountant while engaged as an Auditor. 

There is still another class of work which partakes of the nature of 
both Accounting and Auditing, which is known under the general 
term ''investigations." The purposes for which accountants are engaged 
upon this class of work are extremely varied, and occur in the course of 
every description of business, but as a few of the purposes stand out 
more prominently than the rest they may be generally classified as 
follows: 

Investigations on behalf of incoming partners, for the purpose of 
ascertaining the financial condition and earning power of the businesses 
in which they purpose to invest. 

Investigations on behalf of Syndicates who contemplate the purchase 
of industrial enterprises or other undertakings, with a view to convert- 
ing them into corporations; which investigations have for their purpose 
the determining of the profits made during past years, the average 
yearly profit, the percentage of increase or decrease, the relative capital 
employed, and other matters which collectively form the basis of purchase 
price and capitalization. These investigations are often made at the 
instance of the vendors or promoters, and it is generally customary for 
the accountant, in addition to his report, to give a certificate as to profits, 
which certificate is frequently embodied in the published prospectus 
issued for the purpose of inviting public subscription to the capital stock 
of the undertaking. 

The practice of giving certificates based solely upon working papers 
is a dangerous practice and the accountant who certifies to profits should 
also render a full and exhaustive report upon his investigation showing 
the processes and figures by which he has arrived at the profits certified 
to, and reference to such report and the date it was delivered should be 
embodied in the certificate, which latter should state only the bare facts 
concerning the past profits, without any speculative hypothesis concern- 
ing the future, and leave it entirely to the vendor in his separate state- 
ment to assume all responsibility for any flowery statements or sanguine 
expectations concerning future dividends held out as inducements to 
subscribers. 
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Ittvestigatiotis on behalf of creditors for the purpose of ascertaining' 
the resources of an embarrassed debtor, the prospects of recovery or 
otherwise, the existence of fraud or unwarranted preferences in the dis- 
position of his assets or creation of his liabilities, with a view to further 
extension of credit, private composition, or institution of insolvency 
proceedings. 

Investigations of accounts on behalf of principals or others, where 
the same have become tangled and complicated through incompetency, 
mismanagement, fraud or sudden death of those who have been relied 
upon for their preparation or elucidation, including the accounts of 
public officials, firms and corporations, executors, administrators, guard- 
ians, assignees and receivers, for the purpose of untangling and straight- 
ening out complications, detecting fraud, correcting errors, and re-dis- 
covering data apparently lost, and, in short, rendering the accounts 
again clear, systematic and correct 

While it will be seen that investigations^ like audits^ consist chiefly 
of a review of past accounts, the accountant is not in a position to 
require the accounts to be free from obvious errors or in any sense com- 
plete. The books submitted to him may have been kept by single entry 
and it would consequently devolve upon him to create the entire nominal 
section, or to employ some other expedient to the end of ascertaining 
the profits where the same form the subject of inquiry; or the accounts 
may consist of the crudest memoranda and call for a complete re-writing* 
and revising of the entire detail, the sifting of evidence and employment 
of the processes of allocation, analysis, synthesis, tabulation and recap- 
itulation, involving the production of intricate and voluminous working' 
papers, the compilation therefrom of the final statements, and the 
preparation of the report. 

The work of an Accountant covers a broad field and it is difficult to 
bring the almost infinite variety of business undertakings with which 
it has to deal tmder any but the most elastic classification. It includes 
every degree of book-keeping, from the simplest detail to the construct- 
ion of the most elaborate systems, and comprehends the entire range of 
business and financial considerations from the duties of an entry clerk in 
a Counting House to the system, organization and direction of the 
National Exchequer. 
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However, there are certain specific lines of accountancy work which 
form the specialties of certain Professional Accountants or constitute 
the greater part of their practice and have according'lj gained promi- 
nence and seem to form classifications under which the work naturally 
falls, to wit: — 

Mercantile and Manufacturing Accounting, relating to the accounts 
of traders and manufacturers. This classification includes shipping and 
commission merchants, importers, jobbers, retailers, brokers, and con- 
cerns engaged in manufacturing of every description, and comprehends, 
by far, the greatest variety and extent of business enterprise. 

Transportation and Common Carriers' Accounting, relating to the 
accounts of steamships, railroads, express companies, telegraph com- 
panies, telephone companies, water companies, gas companies and 
electric light companies. 

Mining Accounting, relating to the accounts of the companies en- 
gaged in the mining of gold, silver, copper, tin, lead, iron and other 
ores, coal, salt, borax, mineral oils and similar natural products. 

Publication Accounting, relating to the accounts of houses engaged 
in the printing, publishing and sale of books, magazines and periodicals, 
the accounts of newspapers and trade journals, advertising agencies, 
and trade bureaus, news companies, etc. 

Financial Accounting, relating to the accounts of banks, trust 
companies, insurance companies, surety companies, title guarantee com- 
panies, building loan associations, and similar institutions. 

Fiduciary Accounting, relating to the accounts of executors, admin- 
istrators, guardians, trustees, assignees, and receivers, with respect to 
systematizing their accounts in such manner as to afford ready data for 
preparing schedules and accountings for filing in the Surrogates' and 
other Courts, and the preparation of said accounts in prescribed legal 
forms. 

Public Accounting, relating to the accounts of the National Govern- 
ment, State, County and City Exchequers, and subordinate bureaus and 
departments. 

Miscellaneous Accounting, relating to the accounts of hotels, hos- 
pitals, asylums, churches, friendly societies, clubs, trade unions, associa- 
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tions, and a ▼ariety of other accounts comings under no particular 
classification* 

From the foregoing^ brief review of the function of the ^^Public 
Accountant and Auditor^ and the varied classes of business undertakings 
he is called upon to equip with systems of accounts and methodisBe in 
their procedure, as also to certify to the correctness of the results indi- 
cated by their books of account after making audit thereof , it is obvious 
that the education and experience of a Public Accountant should be both 
liberal and extended, and some few remarks upon the facilities that 
exist for acquiring the technical education and practical experience 
which directly appertain to a competent and successful practice in this 
profession, will here be in keeping. 

The fundamental education, apart from general scholarship, should 
be a thorough knowledge of double entry book-keeping and business 
routine, and besides numerous commercial schools of various degrees of 
excellence, in some instances maintaining a very satisfactory standard, 
there are to be had in the United States many text-books on book-keep- 
ing, both those in use in the commercial schools and others published 
for general sale. These works, however, with few exceptions, do not go 
beyond what we would term *'the school course**, and while being replete 
with working exercises admirably designed to qualify the student for 
entering a Counting House, after he has grown proficient by supplemental 
experience in the simple duties of his position and become a fairly 
intelligent book-keeper he can find nothing in them to take him beyond 
or lift him out of the mechanical groove in which he is running. While 
he may move smoothly in the line of his duties and understand, well 
enough for all intents and purposes, the accounts of the business in 
which he has been trained, his experience of each day becomes but a 
repetition of the day before, and consequently the broad principles of 
accountancy J that are all-pervading and limited to no particular conditions 
or environments, and the logical grasp of generalities and faculty of 
applying radical principles without any difficulty attendant upon change 
of detail no matter of how novel a nature, that characterize the capacity 
and achievements of a Public Accotmtant, are to the book-keeper a sealed 
book, to be opened only by means of a broader field of experience together 
with extended reading of technical literature emanating from the minds 
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of Accountants hig^h in their profession and written for the express 
purpose of assisting each other in the abstract conception and facile 
application of those essential principles which have been and are con- 
stantly being evolved and developed in higher accountancy. 

Referring to the text-books treating with the fundamental principles 
of book-keeping and designed for beginners, there are many excellent 
works to be had and among some which have come to our notice and 
which we feel warranted in recommending are the following works: 

New Complete Book-keeping, by Williams & Rogers, published by 
E. R. Andrews, Rochester, N. Y. 

The Canadian Accountant, Book-keeping, by L. G. Beatty and J.W. 

Johnson, F.C.A., Ontario Business College, Belleviile, Ontario, Canada* 

The New Bryant and Stratton Counting House Book-keeping, by S. 

S. Packard and H. B. Bryant, published by Ivison, Blakeman, Taylor & 

Co. , New York and Chicago. 

These books are published expressly for use in business colleges. 
Another class of works which are published for more general dis- 
semination and have been extensively advertised are: 

Keister's Corporation Accounting and Auditing-, by D. A. Keister, 
98 Euclid Ave., Cleveland, Ohio. 

Soule's New Science and Practice of Accounts, by George Soule, 603 
St. Charles St., New Orleans, Louisiana. 

Goodwin^s improved Book-Keeping and Business Manual, by J. EL 
Goodwin, 1215 Broadway, New York. 

These latter works, in addition to treating with the subject of book- 
keeping, contain an extensive and valuable compilation of commercial law 
and business forms^ The style in which they are written, however, as well 
as the manner in which they are advertised, strikes us as being somewhat 
sensational, and as their treatment of many accountancy subjects does not 
accord with the treatment for which we have a preference, we are dis- 
posed to let them rest upon their own merits believing that, if read advised- 
ly, there is much useful information to be gained, and the energy and 
patience which are displayed in their compilation is beyond question. 

Coming now to the subject of technical litercUurCy by whidi term 
we mean the works of Professional Accountants written for ihepro/ess" 
jOfiy we have to confess that no such works of any prominence, pub- 
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lished ia the United States, have come to our notice. There have, 
indeed, been works claiming' to be of such character, which upon exam- 
ination show that they were written merely to sell, and while running 
into high page numbers and treating in an imaginary sort of way with 
a variety of businesses, contain but a repetition of simple detail under 
different names, and altogether fail to realize the stupendous hopes 
excited by the promises contained in their voluminous indices. 

We are therefore compelled to go abroad for high grade technical 
literature, and happily we find that which we are seeking in the accotm- 
tancy literature of Great Britain, where for years past the profession has 
occupied an exalted plane, attracted to itself the finest intellects, and 
developed a galaxy of writers of marked ability. 

We would, therefore, (without disparaging in any sense the national 
pride we feel in American Accountants, coming ourselves from old 
American stock, and having every confidence in their literary ability 
and native genius, when they are established to an equal degree with 
their English cousins), earnestly recommend to the student of account- 
ancy who desires to profit by the best accountancy literature extant to 
procure the following English works: 

Auditing. A Practical Manuel for Auditors, by Lawrence R. 
Dicksee, F. C. A., of the firm of Price and Dicksee, formerly lecturer on 
Book-keeping at the Technical Schools of the County Burrough of 
Cardiff. 

Factory Accounts, their Principles and Practice. A Handbook for 
Accountants and Manufacturers, by Emile Garke and J. M. Fells. 

THE ACCOUNTANTS* MANUAL. 

Questions set at the Institute of Chartered Accountants' Examina- 
tions, with answers thereto, together with copious index. 

Vol. I, from December, 1884, to June 1887, both inclusive. 

Vol. n, *• •• 1887, ** ** 1890, •* 

Vol. ni, ** •• 1890, ** •* 1892, •* 

Vol. IV, *• •• 1692, •* •* 1894, " " 

Vol. V, " " 1894, ** " 18%, *• •* 

Textile Manufacturers' Book-keeping, for Counting House, MUl and 
Warehouse. Being a practical treatise specially designed for the Woolen, 
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Worsted and Allied Trades; by Georg-e Pepler Norton. A. C. A., of the 
firm of Annatag-e & Norton, Chartered Accountants, of Kudersfield and 
Dewsbury. 

Railway Accounts and Finance. An Exposition of the Principles 
and Practice of Railway Accounting in all its branches, by J. Alfred 
Fisher. 

Newspaper Accounts. Being a practical treatise on the Books and 
Accounts in use in large and small Newspaper Offices, by Benjamin T. 
Norton, F. C. A., and George T. Feasey, A. C. A., of the firm of Pratt 
& Norton, 9 Old Jewelry Chambers, London. 

The Accountant's and Book-keeper's Vade Mecum. A series of 
short and concise articles upon Capital and Revenue Expenditure, Rev- 
enue Accounts, Depreciation, Reserve and Sinking Funds, Adjustment 
of Partnership Accounts and Tabular Book-keeping, by G. E. Stewart 
Whatley (Accountant Examiner, Institute Chartered Accountants). 

The Accountant. A weekly publication established in 1874 and 
containing among other articles the lectures delivered from time to time 
before the Chartered Accountants Students' Societies throughout Great 
Britain. 

Two other works that we would recommend are. The New Commer- 
cial Law, a practical text book, by Williams and Rogers, published by 
E. R. Andrews, Rochester, N. Y. ; and Fay's Executors', Administrators' 
and Guardians' Manual, a guide to proceedings in Surrogates' Courts in 
the State of New York, by Joseph D. Fay, published by Baker, Voorhies 
& Co., 66 Nassau Street, New York. 

To the student who contemplates entering the profession of Public 
Accotmtant, we would emphasize the importance of practical experience 
going hand-in-hand with diligent study, and the necessity of several 
years' service on the staff of a Public Accotmtant, in conjunction with a 
carefully selected course of reading. 

For while it will require an amotmt of studious application, well 
digested by after reflection before he can become eligible for such a posi- 
tion, he will never acquire that sense of authority, assurance, ease, tact, 
and engaging address so necessary to command respect in the important 
commissions he will be placed upon and which are only bom of conscious 
ability repeatedly demonstrated and established, until he has actually 
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been ^^under fire*' and has acquired the instincts and capabilities of a 
general by actual ^'service in the field. ** 

It is an accountant's oft repeated experience to engag-e in account- 
ancy work relating to classes of business with which he is totally un- 
familiar, but if he be a man of the proper sinew it will occasion him no 
confusion, the details and their various characteristics are but so many 
fcuis which he has only to see in order to understand, while the princi- 
ples governing all accounts of which he is master are as easily applied 
to one set of facts and conditions as to another, and he immediately be- 
comes, with respect to the treatment and elucidation of the accounts 
before, him, the master of the clerks and book-keepers who have been 
engaged upon the routine work for years, and his superiority to them is 
speedily made apparent 

At this point we cannot do better than quote from Mr. Dicksee's 
work on •'Auditing,'* as follows: — 

**THE AUDITOR'S QUALIFICATIONS.— Upon this point a con- 
siderable quantity of professional literature already exists. The subject 
has been touched upon in almost every presidential address delivered 
since the foundation of the Institute and its various local offshoots. 
It is not, therefore, proposed to consider the subject at any great length 
(for, there being no essential difference of opinion upon the matter, 
such a course appears to be uncalled for), but rather to briefly indicate 
the qualities that go to make an efficient and a successful Auditor. 

'•First, then, it is very generally conceded that an exhaustive 
knowledge of every department of book-keeping is the very A B C of 
the Auditor's art. 

••Second in importance, probably, lies a thorough acquaintance with 
various statutes regulating the different undertakings in which the 
Auditor may be concerned. 

• •Thirdly, although this point has been bitterly contested by some, 
a sufficient knowledge, not only of business generally, but of the es- 
pecial way in which various particular businesses are conducted. In 
his presidential address at the first provincial meeting of the Institute 
(in October, 1886), Mr. Fredbrick Whinnby, F. C. A., clearly advo- 
cates this doctrine when he says •No accountant can successfully carry 
>n his practice in all the above-mentioned branches unless he is a person 
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of considerable knowledge, skill and experience, for lie must be not only 
acquainted with book-keeping-, which is to him as the alphabet only; 
but, to put it very briefly, he must have some general knowledge of 
various trades and their customs. ♦ ♦ ♦ ♦ He ought also to have 
some knowledge of the practice of the Stock Exchange,^ and so on. No 
unprejudiced person would deny the advantage of such a knowledge as 
is here advocated; the only question being whether a standard is not 
being set so high as to be virtually imattainable, and, consequently, im- 
practicable* The reply to this is that, in accountancy as elsewhere, it 
is only he who aims at absolute perfection who can expect to .attain 
even to a decent mediocrity. A complete knowledge of everything is 
not readily attained in three-score years and ten, and is not to be ex- 
pected as the results of five years' study under articles, but the author 
never yet heard it seriously suggested that the standard set for the 
Final Examination of the Institute indicated the limit of desirable or 
useful knowledge. Only let the Accountant make the most of his op- 
porttmities and he will find that liquidations and bankruptcies, as well 
as audits, will afford him many — and he will be surprised at the amount 
of knowledge he can acquire, even in a short time, and, perhaps, even 
more astonished at the vast amount of service such knowledge will be 
to him in his profession. 

''Lastly, but not least, may be placed those desirable qualifications 
of the Auditor which are not acquired by careful study, but, rather, by 
living. Tact, caution, firmness, fairness, good temper, courage, integ- 
rity, discretion, industry, judgment, patience, clear-headedness, and re- 
liability. In short, all those qualities that go to make a good man contrib- 
ute to the making of a good Accountant, while that judicious and liberal 
education which is involved in the single word 'culture' is most essential 
for all who would excel. Accountancy is a profession calling for a 
width and variety of knowledge to which no man has yet set the limit: 
the foremost Accotmtants are not ashamed to say that, like Epaminon- 
das, 'they learn something in addition every day'; let us, therefore, see 
no shame in following their example. 

"AUDIT CLERKS.— It will not be amiss, before leaving this sub- 
ject, to consider very briefly the desirable qualifications of an audit 
clerk. Conscientiousness may be placed in the foremost rank. A large 
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amount of uninteresting detail must inevitably form a part of the clerk's 
daily routine; and the fact that the greater portion of such work may 
generally be scamped, without any great danger of detection, affords 
considerable temptation, both to the naturally slow worker, and to the 
gentleman of elastic conscience who wishes to make a little time for 
himself. Reliability is the first requisite in a clerk, and the clerk who 
wishes to get on must endeavor to earn a reputation for being ^'safe*** 
Next, the clerk would be wise— especially the young clerk — not to get 
too friendly with his client's staff. Let him be cautious of accepting 
favors, and most cautious of accepting presents which might easily drift 
into bribes. In this respect clerks may sometimes find themselves in a 
very difficult position (more perhaps [from force of circumstances than 
from weakness of character), and the possibility of such an occurrence 
adds another reason to those mentioned in the first chapter, to the desir- 
ability of occasionally changing the rounds of the audit clerks. Imagi- 
nation (under proper control) is another very desirable quality in a 
clerk, for without it, he is apt to become a mere machine, and conse- 
quently absolutely useless to the Auditor. 

"THE AUDITOR'S POSITION. The position of the Auditor 
varies to a certain extent with the nature of his appointment, audit will 
therefore be well to consider some of the circumstances separately, tmder 
these varying conditions, before discussing these points that are common 
to all. 

*'THE AUDITOR TO A SOLE TRADER wQl, in almost every 
instance, receive his appointment from such sole trader in person; the 
appointment being — in the absence of stipulation to the contrary — for 
the period covered by the Profit and Loss Account, but renewable upon 
the same terms for each successive period, unless a contrary arrangement 
be made. The fee for the first audit is sometimes settled beforehand, 
but more usually left open until the time occupied has been ascertained, 
the fee for subsequent audits being usually arranged after the comple- 
tion of the first audit. 

**Naturally, the fee charged will be a matter of arrangement; but, 
m the event of no definite sum having been agreed upon, the Auditor 
would — ^in case of disagreement — ^be entitled to such sum as a jury would 
av/ard, which would probably be the usual prof essional charges. There 
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would be no especial limit to the responsibilities of an auditor to a sole 
trader : if lie certify a set of accounts as correct any third party (e. g. a 
bank advancing money) relying upon his certificate, would probably 
have exactly the same right to expect the accounts to be accurate as 
though the audit had been performed in pursuit of their own instructions. 
This is a point that should not be lost sight of, as one is very apt to 
rely upon the unsupported word of one's own client. An Auditor might 
resign his office at any time, but it is doubtful whether he could then 
claim to be paid for the time occupied upon an uncompleted audit. On 
the other hand, the client might at any time discharge his auditor, but 
he would probably be held liable for the whole fee of the current period, 
if the audit had been actually commenced. 

"THE AUDITOR TO A FIRM is usually appointed by the 
mutual agreement of the partners; but, occasionally, by the articles of 
partnership themselves, or by one particular partner. If appointed Aud- 
itor io thejirm^ he must, however, in either case, consider each partner 
as his client, and protect the interests of each accordingly. The same 
conditions as to term of agreement, responsibility, fees, and resigna- 
tion, obtain to the auditorship of firms, as were mentioned in the prev- 
ious paragraph; but it would seem that any one partner would have 
power to bind the firm as to the amount of the fees — except, perhaps, 
where the appointment lay in the hands of one partner, when the consent 
of such partner would probably be required. Probably no one partner 
could discharge an Auditor without the consent of all his co-partners. 
•'THE AUDITOR ON BEHALF OF CREDITORS. 

*'It not infrequently occurs that a retiring partner, who leaves a por- 
tion of his capital in the firm, or a creditor who makes an advance to 
a firm, stipulates that **Mr. So-and-so shall audit the accounts. % 
Unless the contrary intention be very clearly expressed, the Auditor so 
appointed would act on behalf of both the firm and the creditor. In 
such a case it is very desirable that the amount of the fee be arranged 
beforehand, and it would not be wise to leave it an open question as to 
who was to pay it. Under the circumstances the firm could not, of 
course, remove the Auditor without the consent of the creditor, but, 
unless there were a special provision to the contrary, the creditor could 
do so at any time, although, probably, he would be obliged to indemnify 
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the firm against any extra expense occasioned by his so-doing. The 
position of the Auditor, in such a case as this, closely resembles that of 
the Company Auditor, except that the creditor would be entitled to the 
fullest possible information, while it is sometimes a question as to 
whether shareholders have an equally extensive right 

''THE AUDITOR OP A COMPANY is appointed, in the case of 
a new company, by the directors, but he is subject to re-election at each 
successive annual general meeting, and at any such meeting the share- 
holders may (theoretically) if they so please, appoint another Auditor. 
Unless the renumeration of the Auditor be fixed at the time of his 
appointment, or by the Articles of the Association, he is entitled to such 
sum as the shareholders, in general meeting, may award him — and no 
more. A casual vacancy has usually to be filled by an appointment at 
an extraordinary general meeting, but some articles of association give 
the directors power to fill a casual vacancy. To a great extent it rests 
with the directors to decide how much information shall be supplied in 
the published accounts; but the Auditor must not lose sight of his indi- 
vidual responsibility* and he should never certify a Balance Sheet to be 
' full ' merely because he considers it to be as ' full ' as he may think it 
expedient for it to be. Rather let him, in such a case, certify the 
Balance Sheet, ' in his opinion, to be a fair Balance Sheet, and to suffic- 
iently disclose the financial position of the company.' On .the other 
hand, he should be particularly careful to guard against juggling with 
words, and so appearing to give a full certificate, when in reality he is 
* making himself safe,' or * hedging ' behind a certificate which, when 
carefully analyzed (and only then) is found to be most qualified. He 
must, in every case, be satisfied in his own mind that the accounts are 
correct, and fairly stated. 

"OTHER CONDITIONS govern the appointments of Auditors 
under various general and special Acts of Parliament, but these may be 
readily gathered from a perusal of the particular Acts involved, and — as 
the differences are, for the most part, merely formal — need not now be 
entered into. 

"THE LIABILITIES OP AUDITORS. Turning now, again, to 
the general aspect of the question, it will be well to consider the extent 
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of the Auditor^s liability in coanectioii with accounts that he has certi- 
fied as being correct. 

*^The question appears to be capable of division under two heads: viz. 

««(1) What is the actual extent of the Auditor's guarantee of 

accuracy? 

'*(2) What is his legal responsibility in case of an error being sub- 
sequently discovered in accounts that have been certified by him? 

••TO MAKE THESE TWO POINTS SEPARATELY. 
••THE EXTENT OP AN AUDITOR'S GUARANTEE. Unfor- 
tunately, this is a matter upon which the profession are by no means 
ag^i^eed; while, on the other hand, the cases that have been decided by 
the courts are so few, and the questions at issue actually so narrow, that 
sufficient precedents are not available to dc finitely settle the matter. At 
the same time, it is well to remember that, however desirable it may be 
to know exactly the bare extent of the legal responsibility, the real pro- 
fessional responsibility to clients ought always to be the ideal, and, 
^ ^ further, an Auditor will be the worst of friends to his profession if he 

'^^' studiously exert himself to narrow the responsibilities, and so to dwarf 

to ^ the importance of his position. 

^^^ ••The responsibility involved in certifying a Balance Sheet to be 

^^ absolutely correct is so g^^ eat, so limitless, that many have preferred to 

affic- discard all claim to such a position of certainty, and prefer merely to 

)^^ certify a Balance Sheet as being ••in accordance with the books." Aud* 

^^^ itors, however, will hardly require to be reminded that an investiga- 

le ^ tion which had been limited to the comparison of the Balance Sheet with 

'^^ the books would be, for every purpose, absolutely valueless. So obvious 

B^ is this conclusion that no professional Auditor would ever think of con- 

af^ fining his investigation to this particuler point, yet many experienced 

Auditors appear to be afraid to make any certification as to the result of 

^^ such further investigation as they know to be essential. Such a state of 

^ affairs is tmsatisf actory to the client and discreditable to the Auditor. 

.35 Again, it is a very open question as to whether so unsatisfactory a cer^ 

^ tificate would ever have the effect of limiting the legal responsibility 

of the Auditor to the exact points certified. It is, at least, possible that 

the court would view the matter from a broader aspect, and consider 

that the man who had accepted the position of Auditor, to say nothinip 
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of the fees incident thereto, had also undertaken the responsibilities of 

that position, and that it would be disposed to form its own opinion as 

to the real extent of such responsibilities. Such indeed, appears to have 

been the riew taken by Mb. Justicb Stbrumg, in the case of 7%€ 

Oxford Building Society. It would appear, therefore, that the Auditor . 

who does not consider his investigation has been sufficiently searchin^f J 

escapes no liability by issuing^ a carefully modified certificate: and, i 

indeed, such a course is decidedly unmanly, somewhat dishonest and | 

exceedingly childish. These are strong words, but not stronger than 

the circumstances appear to require. 

**When addressing the Autumnal Meeting of the Institute of Char- 
tered Accountants in 1888, Mr. Frbdbricx Whinkbt, F. C. A*, 
expressed himself as follows: ^'I know perfectly well that a proper 
Auditor must go further (than comparing the published accounts with the 
the books) and see that books themselves do correspond with facts,'* and 
this view appears to be endorsed by the legal decisions to be considered 
later on. As to how far it is possible for this standard to be carried into 
practice, there is perhaps some room for the elasticity of individual 
opinion, but the general statement is absolutely unassailable. 

^^In actual practice, however, the question naturally arises: Howls 
the Auditor to ascertain the actual facts? To which it may be replied: 
In the same manner as a jury — by sifting evidence. The chief 
evidence is, of course, the books, (and it may be remarked, incidentally, 
that it is clearly the Auditor's duty to see that the accotmts he certified, 
in addition to being correct, are in accordance with the books), but the 
books must not be considered the sole source of evidence; the fact that a 
statement appears in the books is prima facie evidence only, and must 
be verified, not only by internal cross-examination, but also by reli- 
able and independent evidence. 

**The result of such an examination will be that the Auditor has 
proved to himself that certain statements represent absolutely indisput- 
able facts, and that certain other statements in his opinion appear to rep- 
resent facts. Beyond this — ^not being omniscient — ^he cannot go, and 
:should never attempt to go. Let him therefore certify that he has thor- 
oughly examined the accounts, that they are in accordance with the 
books, and are in his opinion, correctly stated: he will then be occupying 
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a logical, manly position — ^far more in keeping" with the dignity of his 
profession than that afforded by the most skillful of word juggling. 

"THE RESPONSIBILITY OF THE AUDITOR FOR ERRORS. 
Having now considered the practical extent of the Auditor's certification 
of correctness, let us consider what will be his liability in the event of 
his investigation having failed to detect errors or frauds. 

"Having regard to the weighty responsibility resting upon the Audi- 
tor, and the enormous power — for good or evil — exercised by him, it is 
reassuring to find that there exists no single instance of a competent and 
conscientious Auditor having been held liable to reproduce moneys that 
have been lost to his clients by his inability to detect an error in the 
accounts he has certified. 

**The decision of Mr. Justice Sterling, in The Oxford Building 
Society case, is perhaps one that more clearly affects the profession than 
any yet given. The head-note of this case reads as follows: 

'Held that it was the duty of the Auditor in auditing the accounts 
of the company, not to confine himself to verifying the arithmetical 
accuracy of the balance sheet, but to enquire into its special accuracy 
and ascertain if it contained the particulars specified in the articles of 
association, and was properly drawn up to contain a true and accurate 
representation of the company^s affairs.' 

"That portion of the judgment which more particularly affects 
Auditors enforces the same doctrine in even more definite terms. 

'In each of these years, L. (the Auditor) certified that the accounts 
were a true copy of those shown in the books of the company. That 
certificate would naturally be understood to mean that the books of the 
company showed (taking for example the certificate for the year 1879) 
that on the 30th April, 1879, the company was entitled to "moneys lent" 
to the amount of ^^29,515, ISs Od. This was not in accordance with the 
fact; the accounts, in this respect did not truly represent the state of the 
company's affairs, and it was a breach of duty upon L's part to certify 
as he did with reference to them. The payment of the dividends, direc- 
tor's fees, and bonuses to the manager actually paid on those years 
appears to be the natural and immediate consequence of such breach of 
duty; and I hold L« liable for damages to the amount of the moneys so 
paid.' 
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**Tlie futility of an Auditor attemptini^ to escape hia just reaponsi- 
bilitiea by a limitatioii of the aoope of his certificate is here most forcibly 
demonstrated; there are, however two other points, which must not pass 
unnoticed. 

* 'Firstly 9 there was no question, in this case, as to the accounts 
being false. The matter in dispute was no moot question of depreciation 
or of apportionment between Capital and Revenue; the accounts were 
indisputably false, and it was not even suggested that the Auditor had 
done his best to verify their accuracy. Had there been any possible doubt 
Upon this score, and had the Auditor conscientiously attempted to per- 
form his duties, it is not unreasonable to suppose that he would have 
received the benefit of any doubt that might have existed. 

* 'Secondly, the immediate result of his neglect was a payment of 
dividends, directors^ fees and bonus. Had no such result taken place, it 
is by no means so certain that any liability would have accrued. It 
would probably be considered a question open to argument, as to whether 
the failure of an Auditor to detect fraud was the direct cause of loss to his 
clients; so far as the money already stolen was concerned, it would appear 
that the cause cannot well be preceded by its effect, while it is not quite 
obvious that even subsequent frauds would be the direct result of the 
Auditor's neglect 

''The point is rather a nice one, and — ^as far as the author's knowl- 
edge is concerned — still undecided. 

"Before dismissing this case altogether, it may be well to remark 
that L. was allowed the benefit of the Statute of Limitations; but — ins^ 
much as this point was not disputed by plaintiff's counsel, and was con<^ 
sequently not before the court — it does not follow that a like plea would 
avail upon another occasion. 

"To sum up, then, it does not appear that the conscientious and 
capable Auditor, who has endeavored to conduct his audit upon the 
lines laid down, need feel the least apprehension as to the legal conse- 
quences arising either from a iona jide error of judgment, or from his 
inability to discover an exceptionally clever fraud. On the other hand, 
it would doubtless be greatly to the advantage of all properly quali- 
fied Auditors if even more were expected from them, for there might, 
then, be some chance of scaring out of the field a too numerous class of 



SCOPE OP ACCOUNTANCY. 197 



so-called Auditors, whose extreme ignorance of the various elements of 
their profession is only equalled by their utter inability to appreciate the 
moral responsibility of their position. 

''CONCLUSION. Nothing now remains but for the author to take 
leave of the indulgent reader, upon whose kindness he has already tres- 
passed to considerable length. 

''In dealing with a subject so new to literature, the author cannot 
but feel that the present contribution will be found, in many respects, 
insufficient to meet the wants so generally felt by the profession for a 
complete and standard work upon this most important branch of the 
Accountant's occupation: 

"Meanwhile the author feels that, if he has only called increased 
attention to the extreme difficulty and responsibility of an Auditor's 
position, his present labor will be by no means thrown away. Even at 
the present day the importance of a complete audit is by no means 
universally recognized, and that in spite of the pregnant words of the 
immortal Bard who — three hundred years %go — ^reminded us that 

' Omission to do what is necessary 
Seals a commission to a blank danger.' " 
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** ** *' Charsres '* Operating Expenses. 15 

'' " ** Liabilities '« Floadngr Indebtedness 14 

" " Sale and Consignment 78 

" •• Single and Double Entry 1- 2 

'* '* Statement of Income and Expenditure, and Statement 

of Receipts and Payments 9 

Distribution of Surplus, Partnership Liquidation 36 

Dividend Account, description of the nature of 24 

Double Account System, form of Balance Sheet 108 

** Entry Book-keeping, essential principles of 1 

Duties and Responsibilities of an Auditor 45 

English Deficiency Account, form of 116 

" Parliamentary Co., Balance Sheet, " *' 108 

" Registered " " •* prescribed by Table A," " . . . . 93-107 

•• Statement of Affairs, statutory, ** ** 116 

Evidence, Value of Assets, correctness of 51 

Examination of Book Accounts Receivable 52 

" " Vouchers 52 

Expenditure, definition of 12 

Expense Account, description of the nature of 23 

Expenses, Operating, definition of 23 

Fixed Assets, " 14 

•• Charges, *' ^ 14 

** LiabiUties, " 14 

Floating Assets, * ** 14 

" Indebtedness, " 14 

Form of Account Current 39, 40 
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Form of Balance Sheet 32, 72, 73 

107 

106 

107 

93 

32 
40 
29 
116 
116 
34 
35 



Continental 

Doable Account System, "Bng. Parliamentary Co 

English Registered Company 

Table A, prescribed by 

** Capital Account 

" Consignment " 

'* Deficiency " 

" " English 

** English Statement of Affairs, statutory 

** Journal Entries, Corporation Accounts 

•* Ledger " " ** 

•* Profit and Loss Account 31, 74, 75, 139, 140 

** Promissory Note, negotiable 64 

" requiring no indorsement 64 

not ** 64 

" Statement of Affairs 28 

" *• ** Report form 157,158 

•* Trading Account .31, 74, 75, 139, 140 
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30 
41 
71 
19 
19 
20 
19 
18 
18 
60 
60 



•• Trial Balance 

" Venture Account 

Vranchise, definition of 

Fund, Contingent, description of the nature of 
*' Depreciation, 
'* Inyestment, 
** Redemption, 
*• Reserve, 
•< Sinking, 
Goods, Manufactured, basis of valuation for Balance Sheet 
$4 Partlv *' ** ** ** '* ** ** 

Qrosa Profits, definition of 135, 142 

Hereditary Insolvency, A Report 166-175 

Impersonal Accounts, description of 15 

Income and Expenditure, " ** Statement of 9 

Indorsem<%nt of Notes, Drafts and Bills of Exchange, in blank, form of . . . . 64, 67 

" ** " " " in fuU and further ne- 
gotiable, form of 64, 68 

Indorsement of Notes, Drafts and Bills of Exchange, not further negotiable, 

form of 65 

Indorsement of Notes, Drafts and Bills of Exchange, without recourse, 

form of 65 

Insolvent Debtors' Accounts, particulars of estate 2 
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Iiiv«iit<Miea» Aoditor's fwpooalbilitj f or oomctucM of 56 

lATestigatioiiA, kinds of 181, 182 

IiiTestiiitnt Fund, description of tbt MAtnrt of 20 

Joint Aooount, Coffee Tenture, • 41 

•* stock Company, " " 69 

Jonmal Bntries, Corporation Aoconnts, form of 34 

*• " proper Vouchers for 59 

Laws relating' to Consignments 79 

" " •• Contracts. 73,74 

*• " " Corporations 71 

«• " "Debts 75,76 

" " «* DUhonored Notes 65 

" *• " Limitations 76 

" • " Partnerships 77,78 

" '* ** Refusal to accept DrafU, etc 68 

Ledger, Analysis of, process and purposes 16 

" Entries, Corporation Accounts, form of S5 

I^edgers, seyeral comprehended in one system of accounts 7 

LiabUities, Fixed. definition of 14 

•' Floating, " " 14 

Liquidation, Partnership, distribution of surplus 36 

Literature for beginners 185 

Technical 186-187 

Loan Capital, definition of 22 

Maintenance Account, description of the nature of 23 

" and Repairs, or Betterment, how determined and dealt with. . . 53 

Manufactured Goods, basis of valuation for Balance Sheet 59 

Merchandise Account, description of the nature of 22 

Method of keeping- Accounts 10 

Nominal Accounts, description of 16 

Notes, Promissory— dishonored — ^laws relating to 66 

" " — negotiable form of.... 64 

" " — " requiring no indorsement, " " 64 

" " not " "**.... 64 

Omissions, detection of 46 

Open Book Accounts Receivable, basis of valuation for Bal. Sheet 60 

Operating Expenses, definition of 15 

Partially Manufactured Goods, basis of valuation for Balance Sheet. 59 

Partner, Dormant, definition of 77 

Nominal, " •* 77 

Silent, " " 77 
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Partner, Special, definition of 77 

Partnenhip Accounts, dosing* books at end of jear 30 

" definition of 76 

" laws relating to 77, 78 

" Limited, how formed 78 

" Liquidation, distribution of surplus 36 

Pay-rolls, Auditor's responsibility for correctness of 56 

Personal Accounts, description of 15 

Preferred Stocks, definition " 21 

Profit and Loss Account, description ** 6 

" ** " " form " 31, 74, t^, 139, 140 

Promissory Notes, dishonored, laws relating to 66 

" " negotiable, form of 64 

" " " requiring no indorsement. " " 64 

" " not '• «• *• 64 

Purchases, proper Vouchers for 58 

Purposes for. Series of perpendicular columns in Books of Original Entry . . 7, 10 

" of Analysing Ledger, and process 16 

Raw Material, basis of valuation for Balance Sheet 60 

Real Accounts, description of 15 

Realisation and Liquidation Account, description of 3 

Receipts and Payments, description of the Statement of 9 

" dcfiniUon " 11 

Redemption Fund, description " 19 

Report— A Successful Failure 153-165 

*' Hereditary Insolvency 166-175 

** Form, Balance Sheet, description of 83 

" " Statement of Affairs, •* " 117 

" •• " •* " form " 157,158 

Reserve Fund, description of the nature ** 18 

Responsibilities and Duties of an Auditor 45 

Return Purchases, proper Vouchers for 58 

" Sales, " •* •* 58 

Revenue Account, description of. 5 

" definition " 11 

" Expenditures, " '* 13 

" Receipts, •* " 12 

Sale, " " 78 

Sales, proper Vouchers for 58 

ShareCapital " " 22 

Single Entry Book-keeping — contrasted with Double-Entry Book-keeping. . 2 

Sinking Fund, description of the nature of 18 
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Statement of Affairs, *' ** 3,119 

" •* " En^riish atattttorj form of 116 

" " " Report form, description " 117 

" " " •« " form " 157,158 

Statements of Affairs, Commentaries 109-130 

Statement of Income and Expenditure, description of 9 

•* •* ReceipU " Payments, " " 9 

Stock, definition of 20 

" Common, " " 22 

*• Preferred, " " 21 

Stocks, Bonds and other Investments — ^basis of yalnation for Bat Sheet. ... 60 

SntMcription Account, description of the nature of 23 

Summary Accounts, ** " 16 

Surplus, definition '* 21 

Suspense Account, description ** *' ** *' 24 

System of Accounts, main subjects for consideration in devising 4 

Table A, form of Balance Sheet prescribed by 93 

Technical " " " " descriptionof 83 

•« Literature, 186-187 

Trading Account, " " 5 

" •• form " 31,74,75 

'* and Profit and Iioss Accounts, Commentaries. 131-148 

" " •« *• ♦• " form of 139-140 

Trial Balance, description ** 2 

** " form " 30 

** " Manner of arranging' Accounts 13 

Use of Columns 7 

** ** ** for Controlling Accounts 10 

'* *' " ** several accounts comprehended in Income and Expendi- 
ture 8 

*' *' " '* several Departments comprehended in one business..... 8 

" " •• " " Ledgers ** " " system 7 

Valuation of Assets, basis of — for Balance Sheet 59 

Value '' " correctness of 51 

Venture Account, description of the nature of 24 

"' " form " 41 

Verification of Cash Balance 47 

Vouchers — how to prevent re-production of 52 

" of every description 57 

** proper for Cash Payments 59 

" " " " Receipto 58 

" " " Journal Entries 59 

" •• ** Purchases 58 

" •• "Return '• 58 

" " " " Sales 58 

«< t* tt ** ^ ^ CO 

Working-pai)er form of Balance Sheet, description of 84 
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